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Epitor’s Note: The authors of this article here present 
the conclusions they have reached after more than three 
years of experimentation with the consumer panel as to the 
usefulness of this tool in the analysis of marketing prob- 


lems. 
HREE STATEMENTS in the Twentieth 
Century Fund’s report on costs of 
distribution! have been a challenge to 
advertisers and those engaged in adver- 
tising: 

1. “How much significance should be at- 
tached to the fact that about s9¢ out of 
the consumer’s dollar goes for the serv- 
ices of distribution and only 41¢ for 
the services of production—that it costs 
considerably more on the average to 
distribute goods than it does to make 
them?’” 

1 Does Distribution Cost Too Much? New York: The 

Twentieth Century Fund, 1941. 
* Ibid., PP. 334, 335: 





2. “The amount of research in the field 
of distribution is negligible as compared 
with the funds and energies devoted to 
research in the field of technology and 
production—in spite of the fact that 
distribution, in all its phases, represents 
a more important area in our total 
economy than does production.’ 

. “We probably know less about the 
results of advertising than about almost 
any other phase of business, and yet it 
has appreciable and increasing effects 
on the total costs of distribution.’”4 


The increasing shift of attention from 
production to increased efficiency in dis- 
tribution necessitates more precise data 
on costs and accomplishments and more 
trustworthy tools with which to deter- 


8 Tbid., p. 358. 
‘ Ibid., p. 360. 
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mine such costs and accomplishments. 

The alert national advertiser today 
knows his gross sales to the wholesale 
and jobbing channels and in some in- 
stances to retail channels where direct 
control of such sales is present. If he has 
access to periodic inventories of retail 
outlets such as supplied by the A. C. 
Nielsen organization, he also is aware of 
the movement of consumers’ goods to 
the consumer. He knows the total vol- 
ume of his advertising expenditures and 
can appraise in a very rough way the 
accomplishments of these advertising 
dollars. He can never be certain, how- 
ever, whether any changes in consumer 
volume were attributable, and to what 
degree, to his advertising influences. This 
is particularly true with the use of sev- 
eral media or selling approaches which 
may exhibit great contrasts in selling 
effectiveness per dollar. Sales have been 
made despite inefficient advertising 
tools, but the advertiser has difficulty in 
locating the vehicles that are not efficient 
or economical. 

For consumers’ goods, the consumer is 
not only the ultimate, but also the real 
buyer whose purchase and use are the 
real objects of distribution. Advertising 
as mass selling is directed to these con- 
sumers or potential consumers. Its mar- 
kets are people. The advertising engineer 
is concerned with problems of reaching 
the maximum number of people with the 
least waste at the most profitable time or 
period, selling them at the lowest cost, 
selecting them in the order of greatest 
possible potential sales, and utilizing 
such selling methods as will result in the 
greatest gain at the least expense. This is 
particularly true as distribution of a 
commodity approximates 100 per cent in 
a given geographical area or where na- 
tional distribution has been attained or 
in general where advertising pressure is 
not primarily directed to gain wholesale 


and retail distribution. 

If the efficiency and economy of ad- 
vertising as a function of distribution are 
to be improved, it is not alone enough to 
know that a gross expenditure has been 
made against a gross volume of sales. 
Economy and efficiency of production 
have been increased through detailed 
analyses of each operation. Economy 
and efficiency of advertising and consumer 
promotion likewise necessitate detailed 
analyses of each major influence or oper- 
ation. This requires relating of the adver- 
tising influences brought to bear upon 
people and their subsequent buying 
behavior. This involves dealing with 
costs of advertising in terms of dollars, 
circulation in terms of people and fre- 
quency with which they are reached, and 
volume of purchases in terms of pounds, 
barrels, packages or cases. 

Some of the major problems facing 
large-scale advertisers are these: 


1. How many consumer sales in terms of 
pounds, barrels, gross cases or other 
units of measurement, have been pro- 
duced by an advertising schedule, 
either in terms of a particular radio 
program or a given group of news- 
papers, or a magazine or group of 
magazines? How do the sales costs to 
the consumer for sales actually pro- 
duced by advertising vary from one 
medium to another, or one advertising 
vehicle to another? Increased efficiency 
for the following year requires that 
stronger advertising vehicles should be 
substituted for the weaker. Most ad- 
vertisers have only a vague idea of 
the sales effectiveness of the media 
and advertising campaigns used, upon 
which substantial sums of money have 
been spent. Intelligent plans for future 
action must be based upon knowledge 
of the success of specific advertising 
efforts in current or past use. 

2. Many manufacturers make substantial 
“investments” in consumer promotions 
on the theory that expenditures for 
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premiums, offers, deals, contests, ad- 
vertising to support these promotions, 
etc., can be justified by increased future 
sales, although the promotion might be 
unprofitable if charged against immedi- 
ate sales. In some cases, reasonably 
accurate estimates can be made of the 
immediate sales resulting from the pro- 
motion; but estimates of its contribu- 
tion to more permanent sales increases 
are sheer guesses because no standard is 
available to show whether the higher 
level would have resulted without the 
promotion.’ Are the expenditures cur- 
rently made, or the particular forms of 
such expenditures justifiable from the 
standpoint of good business? 

3. There are serious gaps in the informa- 
tion required to do a satisfactory job 
of selecting a combination of advertis- 
ing media that will parallel the poten- 
tial market with optimal efficiency and 
the least possible waste. To gear media 
to potential markets, an accurate de- 
scription of the market in all important 
dimensions (family size, family com- 
position, economic status, etc., as well 
as geographic area) is needed. More- 
over, an efficient combination of media 
can be selected only by knowing the 
proportion of each medium’s circulation 
that reaches each segment of the po- 
tential market, the amount of duplicate 
coverage and the contributions or 
waste, saleswise, of such duplicate 
coverage. 

4. What is the optimal frequency with 
which sales messages in a given medium 
should be directed to consumers? Are 
commercials on a_ five-times-a-week 
radio program as productive in relation- 
ship to costs as commercials on a once- 
a-week radio program? Are advertise- 
ments of a given size appearing twice a 
week in daily newspapers as productive 
per dollar as advertisements appearing 
once a week or less frequently? 


5 In the case of a localized promotion, control areas 
might be found. However, most promotions involving 
substantial expenditures cover too much territory to 
make possible the selection of adequate control areas. 


5. The sound engineering of advertising 
often demands keeping up-to-the- 
minute contact with consumer sales, in 
order quickly to detect weaknesses or 
inefficiencies or to secure coverage in 
good markets not currently being 
reached. 


These and many other problems which 
must be faced anew each year because 
of changing conditions have been slow in 
their solution because of unavailable re- 
search tools. To provide for more ade- 
quate answers, the Continuing Consumer 
Study was devised and experimented 
with over a period of three years. At 
present it represents a refined and precise 
research method in the field of advertis- 
ing and consumer promotion, and its 
results furnish a sound basis for the en- 
gineering of advertising. 


THE TECHNIQUE 


The Continuing Consumer Study con- 
sists of a means of attacking these prob- 
lems by relating the volume or flow of 
consumer purchases to the impingement 
of consumer advertising and promotional 
influences. Basically, this technique con- 
sists of getting accurate weekly records 
of the purchases and of the exposure to 
specific advertising of a panel of repre- 
sentative families. After a representative 
group of families® has been selected, in- 
terviewers visit each family weekly. As 
an aid in selecting a true cross section of 
families, the sex and age of each member 
is recorded; and the family income, na- 
tionality, educational and occupational 


6 Initially, families are sought out according to criteria 
of representativeness set up in advance from known 
data and subsequently sorted out so as to be representa- 
tive in all known respects. The validity of data secured 
is dependent upon a high degree of refinement and care 
in the selection of the panel. By living with these fami- 
lies, so to speak, thorough and accurate family histories 
are obtained. True representativeness of the sample is 
one of the contributions of this method. This involves 
geographic distribution, size of city or community, kind 
of dwelling, etc., as well as family characteristics. 
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status, ownership of automobile, tele- 
phone, radio, etc., is ascertained. These 
data are used again in several of the 
analyses, as will be explained later. 

For a group of selected products, a 
record is made of the brand, number of 
packages and size of each package pur- 
chased during the week, and for each 
purchase the housewife indicates wheth- 
er a special price was obtained and 
whether any premium was received with 
the purchase. Nothing is left to the 
housewife’s memory. She saves her 
empty packages.’ Consequently, all 
packages that have entered the home 
during the week can be recorded accu- 
rately. By an actual check, all magazines 
and newspapers that have entered the 
home during the week are recorded. 
Furthermore, a record is made of the 
number of times that the family radios 
have been tuned in to each of a selected 
list of radio shows. This list includes all 
of the shows sponsored by the products 
covered by the study. Information is 
obtained on coupons, boxtops, and sales 
slips saved as well as on contests entered. 
Finally, additional information is re- 
corded bearing on special problems as 
the situation suggests. 

From this brief description of the 
actual operation of the Continuing Con- 
sumer Study, its major characteristics are 
obvious: 


1. Acontinuous weekly record is obtained 
on the same families. This panel type of 
operation has numerous advantages. 
Trends are brought out more clearly 
because the comparison of different 
periods is not complicated by variation 
among different groups of families. The 
turn-back-the-clock method of analysis is 
possible; e.g., the previous purchases 
and advertising exposure of the families 
that respond to a particular over-the- 


7In the case of unpackaged or bulk purchases, ade- 
quate records are also kept. 


counter deal or the families that listen 
to a new radio show can be ascertained. 
Many types of analysis cannot be con- 
ducted accurately unless this turn-back- 
the-clock method is possible. Families can 
be classified accurately into different 
groups on the basis of exposure to any 
specific medium.® The effectiveness of 
any advertising effort can be deter- 
mined without deciding arbitrarily the 
lag between advertising and sales; a 
continuous record of the exposure and 
purchases of the same families is avail- 
able. All effects of advertising upon sales 
will be detected eventually. 

A panel operation makes possible a 
more accurate estimate of actual con- 
sumer purchases, although in operation 
the first week’s data are discarded since 
it is necessary to set up a time reference 
for keeping records and until the con- 
sumer actually begins participation, 
time references of purchases are difficult 
and unreliable. 

Of course, it must be admitted that 
an accurate panel study must be 
limited to certain types of data. Ques- 
tions which call the attention of the 
respondents to specific features of par- 
ticular products or advertising themes, 
etc., cannot be included in this type of 
operation. For example, if respondents 
are asked what brand of cigarettes 
advertises “‘28% less nicotine,” their 
attention is called to this theme and 
they are more likely to remember it 
after they see it again. Consequently, 
on a subsequent interview, the percent- 
age of correct identification will be 
spuriously high. Limiting the investi- 
gation to types of information that are 
not subject to this error, however, is not 
a serious disadvantage because the in- 
formation needed for the solution of the 
problems previously mentioned does 
not fall in this category. This study 
aims at the highest degree of objectivity 
and the fundamentals of consumer ad- 
vertising and promotion. It is recog- 


8 Radio is an exception, as explained in a later sec- 
tion. 
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nized that advertising vehicles or media 
by themselves do not produce sales. 
Lack of adequate effectiveness may be 
due to faulty copy. However, in a study 
of several products, the relative sales 
strength of appeals can be studied in a 
way that is more trustworthy than 
coupon returns, so-called readership 
studies and the like. Moreover, supple- 
mental and special studies can profit- 
ably be made from time to time on 
these ‘‘creative” problems of advertis- 
ing. 

2. The sales records—the heart of the 
investigation—are accurate, objective, 
weekly records of actual consumer 
volume. There is no room for memory 
errors or opinion in the sales records 
obtained by this method. There is no 
dependence on the assumption that the 
brands found on the shelf or purchased 
most recently are accurate measures of 
actual volume. The doubtful validity of 
such questions as, ‘““How long have you 
been using this brand?”’, “How many 
packages have your purchased during 
the past month?’, “‘When did you last 
purchase this brand?’’, etc., is replaced 
by an objective record of actual pur- 
chases. At any particular time it is 
necessary merely to turn back the clock 
to get an accurate history of the previ- 
ous purchases of any group of families. 
Since the sales records are obtained 
weekly, constant contact is kept with 
the consumer sales situation at all times 
so as to detect any changes that occur 
in relationship to consumer influences 
or the total competitive situation. This 
provides the most sensitive barometer 
of consumer buying conditions and 
permits a more sensitive description of 
the ebbs and flows in consumer volume. 

3. Exposure to publication advertising is 
measured objectively. A physical check 
of magazines and newspapers provides 
the basic data. No questions subject to 
memory errors or false identification 
are asked. The question whether any- 
one has seen the advertisements is not 
important when their actual sales 


effectiveness can be determined by 
more accurate methods as will be ex- 
plained in a later section. 

4. Exposure to radio shows is measured by 
a method with a known bias. The per- 
fect method of measuring listenership 
has yet to be discovered. Some methods 
overestimate the number of listeners, 
other methods result in underestimates. 
The check-list method (recognition), 
used in the Continuing Consumer Study, 
is known to overestimate the number 
of listening families. As will be shown 
later, the sales effectiveness of a radio 
show can be determined accurately 
from an overestimate in listenership if 
the formula used by the Continuing 
Consumer Study is employed. 

5. All analyses are of the objective, in- 
direct variety. Consumers are not asked 
to evaluate the factors influencing their 
behavior. The simple fact of getting a 
premium with a purchase is recorded, 
not whether the person made the pur- 
chase “to get the premium.” The 
simple fact of what was bought is re- 
corded, not the consumer’s opinion on 
“why it was bought.” The simple fact 
of degree of exposure to each advertis- 
ing medium is recorded, not the con- 
sumer’s evaluation of their influence on 
his behavior, nor even whether he has 
heard the commercials or seen the ad- 
vertisement. 


MEASURING THE SALES EFFECTIVENESS 
oF ADVERTISING 


Where could one find a manufacturer 
who would spend several million dollars 
for raw materials year after year without 
testing the materials to find whether he 
was getting his money’s worth? Yet ad- 
vertisers may spend thousands—even 
millions of dollars with only a vague idea 
of the dollars-and-cents value of each 
advertising campaign and each medium. 

Most advertisers want to know the 
sales effectiveness of their advertising, 
but feel that no existing method provides 
even a reasonably accurate estimate. 
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The major difficulties are getting esti- 
mates of sales effectiveness into units of 
actual volume so that direct comparisons 
can be made on the basis of costs and 
controlling the numerous variables to 
isolate the effects which can be attrib- 
uted to the advertising in each specific 
medium. 

Both of these elements—controlled com- 
parisons and sales in terms of actual 
volume—are essential to any method 
which attempts to make an accurate esti- 
mate of the advertiser’s dollar invest- 
ment in advertising. If the controlled 
comparisons element is lacking, there is 
no assurance that irrelevant factors have 
not been responsible for the results attrib- 
uted to the advertising. If the sales in 
terms of actual volume element is lacking, 
relative comparisons of different media 
are possible; but the results cannot be 
related accurately to costs to show what 
the advertising produced per dollar ex- 
pended. 

For the most part, previous studies 
have lacked one of these two essential 
elements. Sales area tests have obtained 
actual sales volume, but careful control 
over other conditions influencing sales 
usually is possible only for special pre- 
liminary tests. When the advertising 
actually goes into operation on a na- 
tional scale, control areas equal to the 
experimental areas usually cannot be 
found. Even for special preliminary tests 
for which areas are selected, there usu- 
ally is some question about the actual 
equivalence of the areas. 

If an attempt is made to equalize the 
effects of area differences by using a rota- 
tion method which runs all of the cam- 
paigns in all of the areas with the order 
varied systematically, several difficulties 
are encountered. If some campaigns or 
media get relatively fast sales results 
while others do a better job eventually 
but do not get immediate results, the 


estimates of effectiveness may be in 
error. Perhaps a more serious objection 
when an estimate of the actual dollar 
value of the advertising is desired is the 
difficulty of getting an accurate estimate 
of the sales that would have been ob- 
tained without the medium. In fairness 
to the users of the rotation method, it 
must be pointed out that they usually 
use this method only to find the relative 
effectiveness of a number of advertise- 
ments. 

Sometimes the advertiser tries to esti- 
mate the effectiveness of his advertising 
by studying his sales after changes in 
advertising or by comparing sales in 
one area with sales in other areas. An 
improvement over this method consists 
of making these comparisons for com- 
petitive consumer sales, i.e., the particu- 
lar brand’s percentage of the total 
market. Nielsen has explained the use of 
the Nielsen Index to study changes in 
competitive consumer sales position fol- 
lowing changes in advertising campaigns 
or media and comparing the sales trend 
of areas heavily covered by a radio show 
with areas lightly covered.° 

Sales tests, then, have the advantage 
of measuring effectiveness in terms of 
actual volume, but usually the condi- 
tions cannot be controlled carefully 
enough to assure accurate estimates of 
what the advertising has accomplished. 

Several researchers have surmounted 
the difficulty of finding equivalent areas 
by using families or individual respond- 
ents as the units of the investigation. In 
this way comparisons can be made with- 
in the same areas. The general method 
has been to segregate a group of families 
reached by the advertising and a group 


9 Nielsen, A. C. The Practical Application of Market- 
ing Research to Advertising and Sales Opportunities for 
Lithographers. An address presented at the Thirty-Sec- 
ond Annual Convention of the Lithographers National 
Association, Inc., 


1937- 
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not reached by the advertising. Then the 
status of the particular brand in each of 
the groups has been found in terms of 
pantry inventories, last purchases, or 
mentions as one of the brands used. In 
some of these studies, additional control 
has been introduced by “‘matching” the 
group reached by the advertising and the 
group not reached by the advertising. 
Although these studies have made con- 
trolled comparisons, they have not meas- 
ured results in terms of actual sales 
volume. 

Two of the pioneer studies were con- 
ducted by Elder.’ The respondents in 
these mail-questionnaire studies wrote 
the brands of each specified product used 
in their homes, the magazines read, 
whether the family had a radio, and the 
approximate number of hours per day 
the radio was used. The influence of 
radio was shown by comparing the use of 
radio-advertised brands in radio homes 
with their use in non-radio homes. Dif- 
ferences in income between radio homes 
and non-radio homes were minimized by 
limiting the study to telephone homes. 
Although results were presented for spe- 
cific brands, the principal purpose of the 
study was finding the sales influence of 
radio in general. Consequently, the diffi- 
culties that would be encountered in 
using this method to measure the sales 
effectiveness of specific media used by a 
particular brand are not to be considered 
criticisms of Elder’s studies: the scarcity 
of non-radio homes might make it diffi- 
cult to get an adequate control group; 
radio and non-radio homes would be 
unequal in respect to supporting and 
competitive radio advertising; and some 
radio shows reach a very small propor- 
tion of radio homes. 


10 Elder, Robert F., “Does Radio Sell Goods?” Co- 
lumbia Broadcasting System, Sept., 1931; and, “Has 
Radio Sold Goods in 1932?”, Columbia Broadcasting 
System, Nov., 1932. 


The difficulty of making accurate com- 
parisons of results in relation to cost 
when a substitute measure for actual 
sales volume is used is illustrated by the 
method used by Elder to convert the 
results from units of mentions as a brand 
used into units of dollar sales volume 
produced by radio. The “gains in users”’ 
per 1000 radio homes was projected 
against the number of thousands of radio 
homes in the primary listening area to 
get the total gains in users. Then this 
result was multiplied by the product of 
the retail price and the average unit sales 
per family per week to get the dollar 
sales-gain per week. Several sources of 
error would tend to reduce the accuracy 
of this projection if the method were ap- 
plied to a specific radio show. For many 
products it is difficult to get an accurate 
estimate of unit sales per family per 
week. Discrepancies between actual use 
and mentions as a brand used might 
reduce the accuracy. A general average 
of unit sales per family per week might 
not be the same as the average for fami- 
lies reached by a particular show. Al- 
though there is little reason to question 
the projection as made by Elder, the 
application of this method to estimate 
the sales effectiveness of a particular 
show might lead to serious error. 

The method used by Likert was de- 
signed to estimate the sales effectiveness 
of specific radio shows." The use of the 
brand among listeners was compared 
with use among a matched control group 
of non-listeners. The final estimate took 
into consideration both the size of the 
listening group and the difference be- 
tween the two groups in the use of the 
brand. This method offers excellent op- 
portunities for making controlled com- 
parisons. Like all the methods that use a 

4 Likert, Rensis, ““A Method for Measuring the Sales 


Influence of a Radio Program,” Journal of Applied Psy- 
chology, 1936, 20, 175 ff. 





10 


THE FOURNAL OF MARKETING 





substitute for actual sales volume, this 
method, which uses verbal expression of 
use, fails to measure effectiveness in 
units of actual sales volume. 

In one of the methods used by Stanton 
to demonstrate the sales results of radio 
advertising, listening and non-listening 
families in the same market were iso- 
lated; then pantry inventories were used 
to show the relative status of the particu- 
lar brand for each of the two groups of 
families." In a later study the method 
was improved by using a matched con- 
trol group instead of all the non-listening 
families.* The general features of this 
method are the same as the Likert tech- 
nique. Although Stanton did _ not 
attempt to make a final index of effec- 
tiveness based on both the size of the 
listening audience and the difference be- 
tween the two groups in the brand’s 
status, the method yields the necessary 
data. The principal difference is the use 
of pantry inventories instead of the ver- 
bal expression of use of a brand. Any 
differences between the Stanton and Li- 
kert studies in the characteristics upon 
which the groups were matched are not 
fundamental differences because with 
either method, the investigator can 
select whatever characteristics he wants 
to control. 

All of these studies which compared 
listening and non-listening families with 
the use of some substitute for actual sales 
volume share the advantage of offering 
the possibility of getting controlled com- 
parisons; but their failure to yield results 
in terms of actual sales volume makes it 
dificult to relate advertising accom- 
plishments to costs. Obviously, any 
method based upon pantry inventories 
and listenership as measured by a me- 


#2 Stanton, Frank, “A Two-Way Check on the Sales 
Influence of a Specific Radio Program,” Fournal of Ap- 
plied Psychology, 1940, 24, 669, 671. 

8 Tbid., p. 672. 


chanical recorder would have these same 
weaknesses. 

The estimates of sales effectiveness 
made with the Continuing Consumer 
Study are in units of actual volume, and 
the influence of the principal factors are 
controlled. Volume data are also essen- 
tial in analyzing the “selectivity” of 
various media in terms of sales value of 
various people or families. 

A brief description of the steps in 
determining the sales effectiveness of a 
particular radio show will suggest how 
the various factors are controlled by this 
method of analysis. 


1. Areas outside of the primary listening 
areas of the particular show are ex- 
cluded. This eliminates any spurious 
effect that correlation between coverage 
and purchases might introduce other- 
wise. For example, the brand may be 
weaker in non-coverage areas for a 
number of reasons other than the radio 
show itself. In this case, inclusion of 
non-coverage areas would result in 
overestimating the effectiveness of the 
show. 

2. Acontro! group is selected to match the 
experimental group (listening families) 
on as many basic factors as possible; e.g., 
income, family size, family composi- 
tion, etc. Theoretically, if the control 
group matched the experimental group 
in respect to all relevant basic factors, 
the influence of both supporting and 
competitive advertising should be 
equated automatically. Since many of 
these factors cannot be measured, how- 
ever, additional steps are necessary to 
equate the principal advertising influ- 
ences. 

3. Any inequalities which remain in ex- 
posure to the advertising of competing 
brands are removed by matching the 


14 For example, a low circulation medium may show 
relatively little effect upon “proportion” of last pur- 
chases or packages in the pantry; but by virtue of reach- 
ing larger families the actual increase in volume may be 
considerable. 
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control group to the experimental group 
for the specific radio shows or the publi- 
cations which do not reach the two 
groups equally. 

. Obviously, the influence of supporting 
advertising is a very important po- 
tential source of error. If the same 
brand uses radio shows 4 and B and 
publication C, it is essential that the 
influence of B and C be controlled to get 
an accurate estimate of radio show 4. 
Furthermore, the simple comparison of 
a group reached by 4 (but not B or C) 
with a control group reached by none 
of the three media is not the most ac- 
curate way of estimating the sales effec- 
tiveness of 4. The most accurate basis 
of comparison to estimate what 4 has 
done under the conditions of its actual 
use is a comparison which includes 4 
vs. none of the media; 4B vs. B; AC vs. 
C; and ABC vs. BC.“ Furthermore, an 
estimate of the total results obtained by 
A must give the same weight to each of 
these comparisons that exists in the 
actual situation."* This can be done by 
matching the control group to the 
experimental group, by dealing with 
each combination separately and get- 
ting a weighted composite result, or by 
weighting the sub-groups of the control 
group by the weight carried by each 
corresponding sub-group of the experi- 
mental group. The two weighting 
methods yield identical results. Match- 
ing yields results that may differ 
slightly, because the complete sub- 
groups of the control group are not 
used. Regardless of the method used, 
the sales of the brand are expressed as 
this brand’s proportion of the total 
volume of the product. The proportion 


is used rather than the brand’s absolute 
unit volume as an additional method 
of equating the two groups. In one 
analysis, for example, it was found that 
the listening families tended to buy 
more units of most brands of the prod- 
uct than the control families, and this 
difference remained after the other 
measurable factors had been equated. 
The exact nature of the common factor 
was not known. It might have been an 
association between “staying at home” 
and use of the product because there is 
an obvious association between listen- 
ing to a specific radio show and “‘stay- 
ing at home.” 


. As the result of the preceding steps, two 


percentages are obtained. Both per- 
centages show the ratio of the volume 
of the particular brand to the total 
volume of the product among the same 
families. One of the percentages shows 
the brand’s share of the total volume 
among families reached by the medium 
being analyzed. The other percentage is 
an estimate of what the brand’s share 
of the total volume would have been if 
this medium had not been used: it is 
based upon the percentage among 
families not reached by this medium 
but comparable to the experimental 
families in other respects. The estimate 
of the sales effectiveness of the medium 
is computed by solving for X in the 
following formula: 


X=(N1/N)(C1)(P1i— Pi) 
in which 
X = volume produced by the radio show 
per week per 1000 families 
N=the number of families 
C=total volume of all brands of the 





48 Anyone familiar with factorial design and the analy- product per week per 1000 families 
sis of variance will recognize this logic immediately. See 
E. F. Lindquist, Statistical Analysis in Educational Re- 
search, Houghton Mifflin, 1940, pp. 163-164. 

16 If the sample is large enough, an analysis of each of 
the comparisons is often more enlightening than an esti- tening families and non-listening fami- 
mate of the show as a whole. For example, it will shed lies respectively 
some light on the unsolved problem of the relative effec- . : Id adie th 
tiveness of reaching the same families with two media 6. The preceding steps would conclude the 


and reaching different families with the two media. analysis only in those cases in which it 


P=the brand’s proportion of the total 
volume 


and the subscripts Z and / refer to lis- 
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is not possible to turn back the clock to 
find the purchases of the two groups 
before the medium had advertised this 
particular brand. If the study included 
a pre-advertising period, the difference 
between the two groups during that 
period would be used much in the same 
manner as it was used in evaluating a 
consumer promotion as described in a 
later section. The most simple method 
consists of using any difference between 
the two groups during the pre-advertis- 
ing period to adjust the difference dur- 
ing and after the period of advertising. 
This simple method may not be strictly 
accurate in some cases. More accurate 
methods would be the application of 
the steps previously explained to the 
pre-advertising period to show to what 
extent the principal factors actually 
had been equated; or use of the furn- 
back-the-clock technique on the experi- 
mental group and a matched control 
group. Without the use of this pre- 
advertising analysis, it sometimes is 
impossible to equate groups exactly in 
respect to competitive advertising if 
publication advertising is being ana- 
lyzed. For example, if the advertising of 
Brand 4 in the Saturday Evening Post 
is being analyzed, the Saturday Evening 
Post readers may be reached by more 
competitive advertising than the con- 
trol families; and it may be impos- 
sible to find an adequate number of 
control families that are equated 
exactly on this factor. In this case, the 
purchases of the two groups before 
Brand 4 used the Saturday Evening 
Post would be especially valuable in 
evaluating the accomplishments of the 
advertising. 


By following these six steps the final 
estimate of the actual volume produced 
by the advertising is accurate because 
all of the principal factors have been 
controlled; and the accuracy of this esti- 
mate is not reduced by the error in the 
measurement of listenership. 

The method of measuring listenership 


was selected to get all actual listening 
families in the listening category at the 
expense of misclassifying some non-lis- 
tening families in the listening group. 
The check-list method is known to 
overestimate listenership because some 
non-listeners claim they have listened.!” 
Furthermore, by interviewing the same 
families every week, very infrequent lis- 
teners would be detected. In this way the 
non-listening group probably contained 
the very minimum of listeners while the 
listening group probably included several 
non-listening families. If the method had 
stopped here, the results would have 
been in error because the misclassifica- 
tion of non-listening families in the 
listening group yielded percentages of 
purchases that were spuriously low. 
However, the method did not stop here. 
The formula which was used to estimate 
the actual unit-volume produced by the 
specific advertising automatically cor- 
rects this error of overestimating the 
number of listening families because the 
families erroneously classified as listen- 
ing families will not buy the brand any 
more frequently than the non-listening 
families.18 

In other words, the error of underesti- 
mation in the percentage of purchases 
among listening families is offset by the 
error of overestimation in the percentage 
of families included in the listening 
group. 

This method of estimating sales effec- 
tiveness, therefore, has two general 
advantages: the estimates are made in 


17 All methods of reporting radio “listening” are sub- 
ject to human unreliabilities. The “prestige” value of 
some programs leads some people to report them to the 
exclusion of others that may have been listened to; or to 
report having listened when the program wasn’t listened 
to at all. It is recognized that the dialing history as 
shown by mechanical recorders may not report actual 
listenership, etc. 

18 The proof of this correction assumes that the inclu- 
sion of misclassified families in the listening group will 
affect the purchases of the particular brand for this 
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terms of unit volume which can be re- 
lated to cost, and every known precau- 
tion plus several innovations have been 
used in order to increase the accuracy of 
the results. 

The usefulness of this method is sug- 
gested by the comparisons presented in 
Table I. For each of four advertisers, the 
sales effectiveness of each principal me- 
dium used by the advertiser is shown. It 
is obvious that such great differences in 
effectiveness make it worth while to use 
the Continuing Consumer Study to im- 
prove advertising effectiveness by grad- 
ual elimination of the media which are 
not efficient for the specific brand of the 
particular advertiser. Furthermore, the 
necessity of relating accomplishments to 
cost is illustrated. For example, Medium 
A produced more volume than any other 
medium used by Advertiser I; but this 
superiority disappeared when costs were 
taken into account. 





group but will not affect the purchases of the product as 
a whole (Cz): 


Let N=the number of families 


P=a given brand’s proportion of the sales of a 
product 


X= the unit volume produced by this radio show 
per week per 1000 families 
C=the unit volume of all brands per week per 
1000 families and the subscripts 
LF= families incorrectly classified as lis- 
tening families 
LT=families correctly classified as listen- 
ing families 
/=families correctly classified as non- 
listening families 
N 
True X= (=) cPur—P) 
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Taste I. Sates Errecriveness oF MEDIA 
Usep sy Four ADVERTISERS 
Volume Advertising si 
Produced Cost Per Advertising 
Adver-| Me- Per Week Week Cost Per 
tiser | dium Per 1000 Per 1000 Package 
Families* | Familiest Produced 
I A 5.8 pkgs. 78.3¢ 13.5¢ 
B 3.4 pkgs. 27.5¢ 8.1¢ 
Cc 2.6 pkgs. 23.4¢ 9.0¢ 
II D 44 lbs. 79.2¢ 1.8¢ 
E 23 Ibs. 18.4¢ 0.8¢ 
F 2 Ibs. 2.0¢ 1.0¢ 
G 2 Ibs. 41.6¢ 20.8¢ 
Ill K 9.0 pkgs. 37.8¢ 4.2¢ 
L 18.0 pkgs. 57.6¢ 3.2¢ 
IV x 12.4 pkgs. 59.5¢ 4.8¢ 
4 4-4 pkgs. 45.8¢ 10.4¢ 

















* The volume sold in excess of what would have been 
sold if this medium had not been used. 

t Total advertising cost was allocated to the par- 
ticular cities in the sample. The base is total families 
for these cities, not merely the families reached by this 
medium. 


EVALUATION OF CONSUMER 
PROMOTIONS 


Most discussions of the effectiveness 
of extensive consumer promotions, such 
as over-the-counter deals, eventually 
reduce to the issue of their long run 
effects on sales. Much theorizing has 
been done on both sides of the question 
with little valid evidence submitted on 
either side. Inspection of sales curves 
following a premium promotion cannot 
yield a valid answer because there is no 
control available to show the level of 
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TaBLe II. Comparison oF Two Consumer Promo- 
MOTIONS ON THEIR SuccEss IN ATTRACTING 
RELATIVELY INFREQUENT USERs OF 
THEIR PARTICULAR BRANDS 

















Per Cent of Families 
That Had Bought Brand 
during Month 
Preceding the 
Promotion 
Brand A | Brand B 
Among Families Buying Deal 
Units of Two Packages and 
Premium 41.4% 27.5% 
Among Families Not Buying 
Deal Unit 13:7 6.4 








sales that would have been attained if 
the promotion had not been used. In 
exceptional cases, the promotion may 
have been limited to certain markets. If 
comparable control markets can be 
found in which the basic market factors 
and influences are similar to those in the 
area in which the promotion was used, a 
test of the relatively permanent effects of 
the promotion is possible. This condi- 
tion, however, is rarely encountered. 
The Continuing Consumer Study at- 
tacks this problem from two angles. One 
approach uses the turn-back-the-clock 
method to compare the history of the 
purchases of families which bought the 
premium-unit with that of the families 
that were not reached by the promotion. 
This analysis answers the question 
whether the promotion has introduced 
the product to new customers or whether 
it attracted mainly the people who were 
using the product anyway. For example, 
Table IT shows that one brand of a prod- 
uct was relatively more successful than 
another brand of the same product in 
reaching relatively infrequent users of 
the particular brand. Of course, this 
analysis provides only indirect evidence 
on the question of the relatively perma- 
nent effects of a premium promotion. 


Direct evidence is obtained by another 
type of analysis which traces the pur- 
chases of two groups of families through 
three periods. 

Table III presents a simple compari- 
son of the relative status of the brand in 
question during different periods. The 
purchases of the families that bought the 
premium unit in relation to the pur- 
chases of the control families that did not 
buy the premium unit was taken as 100 
for the period preceding the promotion. 
Presumably, the purchase of the control 
families reflected the influence of all 
factors except the promotion. Therefore, 
the index shows the excess purchases of 
the experimental families over what they 
would have bought if the promotion had 
not been used. Thus these families were 
buying 12% more during the post-pro- 
motion period than they would have 
bought if the promotion had not been 
used. This does not mean that sales dur- 
ing this period were 12% higher for the 
market as a whole. An increase of 12% 
among the experimental families will 
represent a much smaller increase for the 
market as a whole because a relatively 
small proportion of the total families will 
buy any premium unit. 


Taste III. EvatuaTion oF THE SALES 
EFFECTIVENESS OF A CONSUMER 
PROMOTION 








Index of Volume among 
Experimental Fami- 





Period lies in Relation to 
Control Families 
Before the promotion 100 
During the promotion 195 
After the prometion 112 





To prevent revealing confidential 
data, much of the information essential 
to answering the question whether the 
promotion was profitable in the long run 
has been omitted. The length of the post- 
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promotion period has not been specified; 
the data have not been presented in con- 
crete units; and no costs have been 
mentioned. The analysis that has been 
presented was merely to suggest that the 
Continuing Consumer Study does provide 
the data needed to solve this important 
problem. 


GEARING MeEpIA TO POTENTIAL 
MARKETS 


The problems discussed in the preced- 
ing sections are fundamental problems 
for which existing techniques were in- 
adequate. Only a few of the possible 
applications of the Continuing Consumer 
Study to less important problems will be 
explained. Although these problems may 
be considered extremely important by 
many advertisers, they are less impor- 
tant from the standpoint of the Continu- 
ing Consumer Study because existing 
methods are fairly adequate for these 
problems as compared to the two prob- 
lems previously explained. How. ver 
there is immense economy as well as 
increased reliability in obtaining these 
additional data at one operation and the 
possibility of relating various kinds of 
data secured in an identical and wholly 
comparable manner. 

Many advertisers carefully consider 
one of the dimensions of their market in 
selecting media—the geographical di- 
mension. A few analysts go beyond this 
step and employ correlation techniques 
in evaluating different geographical seg- 
ments of the total market. Most adver- 
tisers would like to gear their media to 
market potentialities more accurately by 
finding the relative potentiality along a 
number of different dimensions, such as 
economic status, family size, family com- 
position, etc. Unfortunately, they lack 
the necessary information. Furthermore, 
if they could ascertain the potentiality of 
specific segments of the market, lack of 


information would prevent them from 
selecting a combination of media to get 
the desired distribution of circulation in 
each segment with minimal waste cover- 
age and duplication.!® 

For any brand for which total sales of 
the product can be used safely as a meas- 
ure of market potentiality, the Continu- 
ing Consumer Study provides a direct 
answer to the problem of determining 
potentialities along any relevant dimen- 
sion. For example, if coffee sales are valid 
for evaluating the potentiality of a 
market for a particular brand of coffee, 
consumer purchases of coffee can be 
shown for any desired classification of 
families. If it has been demonstrated 
that only sales of coffee within a certain 
price range constitute a valid index for 
this brand, the method can be altered 
to get this information. 

Once the potential market has been 
located in terms of specific classifica- 
tions, the coverage of each medium in 
each class can be ascertained. Finally, 
the combination of media to get the most 
effective coverage with minimal duplica- 
tion can be selected. 

The whole process is very simple; but 
it cannot be carried out efficiently with- 
out the necessary information. 

A few illustrations will suggest the 
type of information obtained by the 
Continuing Consumer Study that can be 
used in gearing media to markets. 

When the representative of a mass 


19 This statement is not intended as a criticism of us- 
ing correlation methods in market analysis. Even if cor- 
relation methods are accepted as adequate to find the 
relative importance of various factors, the information 
obtained by the Continuing Consumer Study will be 
valuable in showing how to reach specific groups of high 
potentiality with minimal waste and duplication. Cor- 
relation of the circulation of individual media with the 
market factors may provide a partial answer, but sup- 
plementing this method with information from the Con- 
tinuing Consumer Study will yield a more adequate 
solution, particularly in dealing with people rather than 
geography. 
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Tasie IV. Comparison or OnE BrAnpv’s PERCENTAGE 
or Tota VOLUME AMONG INCOME Groups 
wiTH Per Famity ConsumPTION 
OF THE TOTAL Propuct 








Relative Per This Brand’s 





Income Group Family Relative 
Consumption of Status® 
All Brands* 
Upper 94 161 
Middle 102 147 
Lower 100 100 





* To prevent revealing confidential information the 
values are expressed with the lower income group 
taken as 100. Actually, per family consumption was in 
volume units and this brand’s relative status was the 
ratio of this brand’s volume to the total volume for each 
income group. 


medium called on an advertiser he was 
told that a mass medium was inappro- 
priate because only the upper income 
group purchased this product. Actually, 
as shown in Table IV, all income groups 
used the product approximately i in equal 
quantities. Ignorance of this situation 
had resulted in over-emphasis on the 
upper income groups as demonstrated by 
this brand’s relative status in the three 
groups; yet there was no apparent char- 
acteristic of this particular brand that 
would make it less acceptable to the 
lower income families than competing 
brands. The advertiser simply had 
missed the mark. 


TaBe V. Retative CoveRAGE OF Four 
MaGazinEs IN DIFFERENT 
Income Groups 


(Per Cent Coverage in Lower Income Group= 100) 

















Relative Coverage 
Magazine Upper | Middle | Lower 
Income | Income | Income 
Group | Group | Group 
A. (General weekly maga- 
zine) 285 158 100 
B. (Women’s magazine) 320 199 100 
C. (Picture magazine) 87 133 100 
D. (Semi-sensational type 
magazine) 19 40 100 











Once the advertiser has located his 
best prospects, the Continuing Consumer 
Study shows him how to reach them. For 
example, if he knows the relative cover- 
age desired in each income group he can 
select one or more magazines on the 
basis of the type of information pre- 
sented in Table V. Although radio is 
less flexible in providing opportunities to 
reach selected income groups, Table VI 
shows that there are differences in the 
income patterns of different shows. At 


TasB_e VI. Revative LisTENERSHIP OF THREE 
Rapio Procrams IN DiFFERENT 
Income Groups 


(Per Cent of Listening Families in Lower 
Income Group= 100) 








Relative Listenership 














Radio Program Upper | Middle \ Lower 

Income | Income | Income 

Group | Group | Group 
A. (Daytime serial) 67 94 100 
B. (Evening variety show) 86 113 100 
C. (Quiz show) 161 110 100 








least the advertiser should know the in- 
come pattern of his own programs, since 
from that knowledge he has two courses 
open to him. He can use supplementary 
media to reach other income groups in 
the desired proportions; or from his 
study of appeals of different kinds of 
programs, scripts, etc., can redesign or 
formulate a program to reach the desired 
consumers or the number of consumers 
considered sufficient to justify his adver- 
tising investment. 

By using the Continuing Consumer 
Study, the advertiser not only knows the 
characteristics of the families he is reach- 
ing, but also the extent to which his 
media reached identical families. With 
the information presented in Table VII, 
this advertiser could see that Media A 
and B could be dropped without seri- 
ously reducing his coverage. Of course 
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this may not mean that it would be 
economical to drop these two media. The 
final conclusion should be reached only 
after relating this information to the 
sales effectiveness of the media combina- 
tions as described previously. 

Tase VII. PercentaGe oF FamILies 


REACHED BY Eacu ComMBINATION OF 
Menta UseEp By ONE 











ADVERTISER 
Per Cent Of Total 
Media Combinations* — 
Combinationt 
A+B+C 24% 
A+B (but not C) 2 
B+C (but not A) 27 
A+C (but not B) 17 
B (but neither A nor C) 3 
A (but neither B nor C) 4 
C (but neither A nor B) 19 
None 4 
100% 





*Each letter designates a different type of medium, 
not necessarily a single specific medium; e.g., one letter 
refers to all of the magazines included in this adver- 
tiser’s schedule. 

t The definition of coverage was very lenient: a 
family reached once during a three-month period would 
be included in the coverage of the medium. Of course, 
the frequency with which the families were reached 
could be determined from the original data. Severzl 
factors explain the high total coverage reported in this 
table: only cities reached by all three media were in- 
cluded in this particular analysis, the definition of 
coverage was very lenient, and this advertiser’s media 
expenditures were large. 


Income is not the only characteristic 
of families that is important. For ex- 
ample, as Table VIII shows, one brand 
of a product was relatively stronger 
among families with boys. Per-family 
volume of the four groups reflects the 
influence of family size as well as family 
composition because families with chil- 
dren tend to be larger than families 
without children and families with both 
boys and girls are larger than families in 
any of the other groups. For this reason 
the per-capita volume is a better indica- 


tion of the importance of family com- 
position. 
Taste VIII. Revative Per-Famity AnD Per- 
Capita Vo_uME oF ONE BranD AMONG 


Dirrerent Famity Composi- 
TION Groups 


(Volume among Families with No 











Children = 100) 

Relative Relative 
Gr Per Per 

= Family Capita 

Volume Volume 
Families with no children 100 100 
Families with boys (but not girls) 212 145 
Families with girls (but not boys) 118 79 
Families with both girls and boys 291 134 





KEEPING IN CONTACT WITH CURRENT 
CoNnSUMER SALES 


Manufacturers who distribute through 
jobbers or wholesalers cannot keep an 
accurate check on current consumer 
sales without some special source of in- 
formation. The lag between consumer 
buying and deliveries to jobbers makes 
manufacturers’ sales records an insen- 
sitive barometer of consumer buying. 
Furthermore, especially active merchan- 
dising resulting in increased sales to 
jobbers or retailers may be misinter- 
preted as an increase in consumer sales. 

Realizing that deliveries to jobbers are 
an inadequate indication of current con- 
sumer sales, several manufacturers have 
turned to research organizations which 
provide store sales on a bi-monthly basis. 
Although store audits represent a defi- 
nite improvement over deliveries to job- 
bers, they are deficient in several 
respects if they provide reports only on a 
bi-monthly basis. Long-time trends can 
be detected with a reasonably satisfac- 
tory degree of accuracy; but during 
periods of sharp fluctuations in consumer 
buying, the exact form of the sales curve 
cannot be determined. For example, a 
manufacturer whose product is subject 
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to seasonal fluctuations will not know 
when the peak in sales is reached and can 
have only a vague idea of the form of his 
sales curve when he receives only six 
reports each year. The Continuing Con- 
sumer Study provides fifty-two reports 
yearly. 

Furthermore, during periods of special 
promotional activity, such as an over- 
the-counter deal, extreme fluctuations in 
sales may occur. In bi-monthly reports 
the sales resulting from the promotion 
are diluted by pre-deal and post-deal 
sales. Consequently, the exact form of 
the sales curve during the promotion 
cannot be determined. As Table IX 
shows, the actual sales curve may consist 
of sharp fluctuations during an over-the- 
counter deal. 


TasB_e IX. One Branp’s PERCENTAGE OF THE 
Tota. PackaGE VOLUME DURING AN 
OvER-THE-COUNTER CONSUMER 
Promotion IN OnE GEo- 

GRAPHIC AREA* 











Brand’s Per 
Week Cent of Total 
Volume 
Week preceding deal 9.0% 
First week during deal 25.3 
Second week during deal 24.4 
Third week during deal $7.2 
Fourth week during deal 9.6 
Fifth week during deal 8.5 





* To prevent revealing confidential information the 
actual percentages have not been reported but the 
actual relative values have been retained. 


In addition to the disadvantages which 
result from the infrequency of reports 
based upon store audits, two other weak- 
nesses of these reports have been elim- 
inated by the Continuing Consumer 
Study. The Continuing Consumer Study 
keeps the advertiser in constant contact 
with current consumer sales; store audits 
usually require a lag of several weeks 
between the period reported and presen- 
tation of the report. Often, it may be too 


late to take remedial action. Finally the 
Continuing Consumer Study uses a sam- 
ple that can be controlled carefully in 
respect to the characteristics of the 
families actually making the purchases; 
in selecting a sample of stores less direct 
sampling criteria must be used because 
the characteristics of the actual cus- 
tomers are not known. 


ADDITIONAL PROBLEMS SOLVED BY 
THE CONTINUING CONSUMER 
STuDY 


A complete summary of all of the 
practical problems which the Continuing 
Consumer Study can solve will not be 
attempted in this report. However, a 
description of the solution of a few addi- 
tional problems will suggest the broad 
scope of the information collected by 
this method. 

In introducing a new product in test 
markets, the Continuing Consumer Study 
is essential. Any other method of meas- 
uring sales in this case would be inade- 
quate. The manufacturer’s records of 
deliveries to jobbers or retailers, or con- 
sumer volume as measured by store tests 
are deficient in one very serious respect. 
They do not distinguish between original 
purchases and repeat purchases. In de- 
ciding whether the new product will be 
successful it is essential to know the 
extent of repeat purchases because only 
a product that gets repeat purchases will 
be successful in the long run. Store tests 
may show that the volume is growing, 
yet this volume may have resulted from 
a greater number of consumers making 
their first purchases. Eventually, if this 
is the case, the sales curve will hit a 
plateau or even drop—and the manu- 
facturer discovers too late that his new 
product has failed to obtain enough 
repeat business. The Continuing Con- 
sumer Study will show how much volume 
represents first purchases, and the extent 
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to which consumers make repeat pur- 
chases. Thus the chances of success in 
the long run can be estimated accu- 
ra tely. 

One advertiser knew that a large pro- 
portion of his sales was made in rela- 
tively large cities. Consequently, he 
assumed that his best potential market 
consisted of large cities. However, the 
results obtained by the Continuing Con- 
sumer Study showed that smaller cities 
accounted for a large share of the sales of 
the product as a whole. The relatively 
larger proportion of this brand’s sales in 
larger cities was a result of the advertis- 
ing and merchandising structure of this 
particular company, not a function of 
any basic factors favoring larger cities. 
Obviously this same type of error could 
lead a manufacturer to neglect the farm 
market when really this market might 
represent an important potential source 
of sales. 

The Continuing Consumer Study de- 
tects trends well in advance of available 
reporting services on retail sales. A new 
brand which was introduced was shown 
to have remarkable acceptance and 
growth in consumer sales almost a year 
before its competitive existence was dis- 
covered and reported in such a national 
retail reporting service. 

Of course every manufacturer knows 
how much he sells; but how many know 
whether their sales volume is the result 
of a relatively high level of buying 
among a small proportion of families or 
a relatively lower volume distributed 
among a greater number of families? Yet 
the answer to this question is necessary 
before deciding whether to attempt to 
increase volume among present cus- 
tomers or to try to broaden the base by 
attracting new customers. The Continu- 
ing Consumer Study will find the answer. 

Any advertiser who uses couponing 
has considerable information on the 


number of people who redeem his cou- 
pons—but he usually does not know who 
these people are (maybe they are mainly 
people who would have bought his prod- 
uct anyway), and he does not know the 
success of coupon operations of his com- 
petitors. The Continuing Consumer Study 
will tell him who redeem his coupons and 
who redeem his competitors’ coupons as 
well. 

Knowledge of who responds to over- 
the-air offers and constant contact with 
the success of competitors’ over-the-air 
offers are further examples of how the 
Continuing Consumer Study minimizes 
the guesswork in marketing strategy. 


EVALUATION OF THE CONTINUING 
CoNSUMER STUDY 


The advantages of this method were 
explained in connection with each of the 
problems it was devised to solve. In 
summary, the principal advantages are: 


1. It is a panel type of operation; data is 
collected from the same families each 
week. As a result, trends are not com- 
plicated by variation among families. 
Thus the totality of factors influencing 
sales is measured from a constant base, 
and direct comparisons of different 
periods can be made. 

2. The continuous feature makes use of 
the turn-back-the-clock method pos- 
sible. Several important problems can 
be solved accurately only if this turn- 
back-the-clock method can be applied; 
e.g., evaluation of advertising and 
promotions and testing consumer 
acceptance of a new product. 

3. The method can trace the effects of 
advertising or consumer promotions as 
long as desired. Thus the unknown lag 
between advertising and sales does not 
reduce the accuracy of the analysis, if 
the study is continued for a long enough 
period of time. 

4. Accurate sales results are obtained 
weekly. The results are not subject to 
errors of memory or opinion. 
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5. Exposure to publication advertising is 
measured objectively. 

6. Exposure to radio is overestimated, but 
the effect of this error is corrected by 
the formula used to estimate sales 
effectiveness. 

7. All analyses are objective and indirect. 
Consumers are not asked to tell why 
they buy, etc. 

8. Accurate estimates of the sales effec- 
tiveness of advertising can be made, 
and sales results can be related to 
advertising costs. Sales are in terms of 
actual volume; costs are in terms of 
dollars. 


g. Consumer buying is reported weekly 
and not more than two or at most three 
weeks elapse before these data are 
available for study. Thus trends are 
detected well in advance of present 
reporting services. 


Indirect indications of consumer buy- 
ing (e.g., pantry inventories) are not 
used as a substitute for actual consumer 
sales. Pantry inventories may be in- 
accurate measures of actual consumer 
movement (in some cases a package on 
the shelf means simply that the particu- 
lar brand is not liked well enough to be 
used frequently); but a weekly record of 
consumer purchases is a direct measure 
of consumer buying. Consequently, con- 
sumer buying as measured by the 
Continuing Consumer Study is more 
accurate than pantry inventories. When 
pantry inventories are related to ex- 
posure to a single medium (e.g., exposure 
to a radio show as measured by a me- 
chanical recorder) the error of using 
“presence in the home” as a substitute 
for actual sales volume is amplified by 
the error of assuming that other influ- 
ences are constant for listening and non- 
listening families. The Continuing 
Consumer Study not only measures 
actual sales volume, but it relates sales 
volume to advertising exposure with 
other factors equated. 


The Continuing Consumer Study is not 
a cure-all for the advertiser’s headaches. 
It is the soundest operation yet devised 
for the solution of several fundamental 
problems, but it still is not perfect: 


1. Like all studies based upon sampling, 
the results are subject to errors of 
sampling. 

2. All forms of advertising were not in- 
cluded in this particular study. Out- 
door advertising, car cards and spot 
announcements were not included. 
Extension of the method to cover these 
media would necessitate changes in 
methodology and increase the cost. 

3. Like all sales tests, the advertiser must 
wait until the advertising has been 
given a chance to have influenced sales. 

4. The method is too expensive to be 
undertaken by a single company unless 
it has a fairly large research budget. 

5. The method fails to measure the ab- 
solute size of a radio audience accu- 
rately. This limits use of the radio data 
to relative comparisons, but it does not 
affect the accuracy of the final estimates 
of sales effectiveness. 

6. To evaluate a medium with an ex- 
tremely small circulation the sample 
must be extended to include selected 
homes because an adequate sample of 
homes receiving the medium cannot be 
obtained from the regular sample. 

7. The process of controlling the effect of 
numerous variables cannot be applied 
blindly without consideration for the 
specific problem. 

8. Some types of information cannot be 
obtained reliably by the panel method. 
If a respondent is asked to name the 
sponsor of a radio show or the brand 
that uses a certain theme, he is more 
likely to remember the sponsor the 
next time he hears the show or is ex- 
posed to the theme. As a result, a 
second test will yield a spuriously high 
percentage of correct identification. 
Furthermore, if the respondent knows 
that the investigation is being made 
for a particular brand, the answers may 
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be biased. These difficulties were over- 
come by excluding all questions on 
specific brands, themes, sponsor iden- 
tification, etc., and by disguising the 
investigation so successfully that not 
even the interviewers knew the brands 
for which the study was being made. 


. Unless the Continuing Consumer Study 


is continued for a long enough time 
after the advertising, certain media 
may be favored. For example, a radio 
campaign may have a shorter lag than 
a magazine campaign. If the study does 
not cover a long enough period to regis- 
ter the complete effects of the magazine 
campaign, magazines may be penalized. 
In other words, an adequate sample of 


time periods must be obtained to get a 
valid estimate of effectiveness. If the 
study is continued long enough, the 
Continuing Consumer Study actually 
covers the whole period, not merely a 
sample of different periods. Thus a 
possible disadvantage can become an 
actual advantage. 


Obviously, most of these weaknesses 
apply to all known methods of trying to 
solve these fundamental problems. To 
date, no method has been devised which 
approaches the accuracy and usefulness 
of the Continuing Consumer Study as a 
means of solving these basic problems. 





OPERATION OF THE UNFAIR TRADE PRACTICES 
ACT IN THE LARGE CITIES OF KANSAS 


V. W. KEBKER 
University of Kansas 


Eprror’s Note: Although the war has shifted attention 
from legislative efforts to keep prices at retail above free 
market levels to the Office of Price Administration's efforts 
to hold prices below free market levels, the following analy- 
sis of the early efforts of the Kansas Unfair Trade Prac- 
tice Act will be of interest to many students of Marketing. 


N APRIL 15, 1941 an Unfair Trade 
Practices Act became law in Kan- 
sas. The Act follows closely the model 
bill of the National Food and Grocery 
Conference Committee! and requires: 
(1) that a wholesaler must add a markup 
of at least two per cent to the cost of his 
merchandise; (2) that a retailer must add 
a markup of at least six per cent to the 
cost of his merchandise; and (3) that cost 
to the retailer must include cartage from 
the wholesaler or warehouse which is pre- 
sumed to be three-fourths of one per 
cent in the absence of proof to the con- 
trary. 

Organized retailers, particularly gro- 
cers, had been trying to get such a law 
passed by the Kansas legislature for sev- 
eral sessions. They were successful in 
1941 partly because, during the winter of 
1940-41, severe price-cutting wars de- 
veloped in the grocery business of 
Wichita, Topeka, and several other Kan- 
sas towns. Soap was the chief “‘football’’ 
and the price of popular brands of laun- 
dry soap dropped to one and one-half 
cents a bar in the stores that engaged in 
the battle. 

In order to determine the extent of 
loss leader price-cutting and the effect of 
the act on prices, the writer interviewed 
wholesalers and retailers operating in 


1 Werne, Benjamin, ““A Model Bill for the Regulation 
of Unfair Sales Practices,” National Grocers Bulletin, 
September, 1940. 
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Kansas City (Kansas), Wichita, and 
Topeka (the three large cities in the 
state) and examined the grocery and 
drug store advertisements appearing in 
the Wichita Beacon and the Topeka 
Daily Capital for the month of April. 
This period includes two week-ends be- 
fore the act went into force and two 
week-ends afterwards. Comparisons were 
made on the items that appeared in the 
advertisements of the same advertiser in 
the period before April 15 and were re- 
peated again in the period after April 15. 

For the purposes of this paper a /oss 
leader is defined as an article which is sold 
at a price that is less than invoice cost 
plus the markup required by the new 
law. Independent retailers in Kansas 
usually think of a loss leader as an article 
which is sold at a price that is less than 
invoice cost plus the average cost of 
doing business, but the term /eader is 
used in this discussion to refer to all 
items sold at less than invoice cost plus 
the average cost of doing business. 

This paper is a report on the immedi- 
ate effect of the new law in the three 
large cities in Kansas and not a discus- 
sion of the pros and cons of either Unfair 
Trade Practices Laws or loss leader pric- 
ing. Its purpose is to provide concrete 
evidence that may be useful in resolving 
controversies on these issues, rather than 
to engage in them. 


ENFORCEMENT 


By January, 1942, no violations of the 
Unfair Trade Practices Act had occa- 
sioned legal proceedings. In each of the 
three large cities of Kansas, organized 
groups of retailers appointed individuals 











ome AY 


we 








THE FJOURNAL OF MARKETING 


23 





to check on violations. The procedure 
has been to watch the prices in news- 
paper advertisements. When question- 
able prices are noticed, they are investi- 
gated and the matter called to the 
attention of the offending party if a vio- 
lation of the law appears to have oc- 
curred. The alleged violations that have 
been referred to County Attorneys’ of- 
fices have been handled satisfactorily by 
correspondence with the parties com- 
plained against. 

Although an official of a grocers’ trade 
association is usually the individual who 
investigates suspected violations, the 
grocers are not engaging in group action 
to raise prices. The grocers in Topeka 
have been impressed by the proceedings 
of the Department of Justice against or- 
ganized groups in the grocery business in 
Colorado for alleged violation of the 
Sherman Act and are being particularly 
careful to avoid any action that might be 
construed as conspiracy in restraint of 
trade 

In several of the smaller communities 
no method of enforcement has been set 
up. Price competition is not so keen as in 
the larger cities, but the grocers com- 
plain that the Act has not eliminated the 
use of loss leaders. 

Although deliberate evasion of the loss 
leader law appears to have occurred in a 
few cases, the persons acting to secure 
compliance with the Unfair Trade Prac- 
tices Act invariably reported to the 
writer that in their opinion most viola- 
tions were due to negligence or ignorance 
and that the offending parties raised 
their illegal prices as soon as the errors 
were called to their attention. Most vio- 
lations occurred in the first couple of 
weeks after the bill became law on April 
15 and have become progressively more 
infrequent as time has passed and mer- 
chants have become increasingly familiar 
with the law and its provisions. 


UNSETTLED QUESTIONS 


There is some doubt whether or not 
the Act requires a merchant to raise his 
price when the market advances, so that 
his price exceeds the replacement cost by 
the legal percentage even though he still 
has a supply that he bought at a lower 
price. Sections 1(a) and 1(c) clearly make 
replacement cost an acceptable basis of 
calculation when the market has de- 
clined but nothing is said about rising 
markets. Section 1(e) of the law provides 
that, “cost...shall mean bona fide 
costs; and purchases made .. . at prices 
which cannot be justified by prevailing 
market conditions shall not be used in 
determining cost.’”” Many merchants be- 
lieve that Section 1(e) should be inter- 
preted 1 in connection with other provi- 
visions of the law to mean that the low- 
est market quotation within the last 
thirty days rather than the actual cost is 
the proper basis for determining the 
minimum price on rising as well as on 
falling markets. This opinion was widely 
held in Wichita. However, no official 
encouragement has been given to this in- 
terpretation. In advising County Attor- 
neys who are charged with enforcing the 
law, the Kansas Attorney General’s of- 
fice contends that a man is entitled to the 
benefit of his bargain and that Section 
1(e) merely prohibits wash sales and 
similar manipulations from being used 
to establish fictitious prices for the pur- 
pose of evading the intent of the Act.? 

In view of the present market condi- 
tions, the interpretation of Section 1(e) 
is pertinent but it cannot be determined 
definitely until a test case has gone 
through the courts. This may not hap- 
pen, for in addition to the general dis- 
position to avoid litigation under the 
law, County Attorneys who accept the 


2 Conversations with Mr. A. B. Mitchell, Assistant 
Attorney General of Kansas. 
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interpretation of the Attorney General 
will be reluctant to proceed against an 
alleged violator if actual cost versus re- 
placement cost is the point at issue. The 
advocates of the bill seem to be accepting 
reluctantly the opinion of the Attorney 
General. This is just as well for the courts 
might declare that the compulsory use of 
replacement cost on rising markets is too 
uncertain to be constitutional.® 

Very general definitions of whoesalers 
and retailers are given in the statute and 
questions of classification may arise in 
the case of unit retailers who buy from 
manufacturers and do their own ware- 
housing. County Attorneys have been 
told to consider them retailers.‘ 


3 A, & P. v. Ervin, 23 Fed. Supp. 70. “To define ‘cost’ 
as something which may or may not be what a merchant 
has actually paid in the ordinary course of trade for his 
goods, it seems to us is arbitrary and discriminatory. To 
treat a sale of goods which yields to a merchant all that 
he has actually expended for the goods, plus his cost of 
doing business, as an unfair trade practice merely be- 
cause the manufacturer has published list prices and 
discounts on the basis of which it appears that the mer- 
chant paid more for his goods than he actually did pay, 
seems unjustifiable.” 

Commonwealth v. Zasloff, 13 A. (2nd) 67. “It would 
be within the knowledge of a merchant to know what 
his merchandise cost him, but if he wished to avail him- 
self of the other standard of cost prescribed in the stat- 
ute, namely, what the last quantity purchased by him 
would have cost if bought at the most favorable market 
price available to him at any time within the preceding 
thirty days, how could such cost be ascertained without 
his exhausting every possible source of inquiry to find 
out what the most favorable market price was that 
would have been available to him within the time speci- 
fied? ... The standard set by the Act to differentiate 
criminal from legitimate sales is so vague, indefinite and 
incapable of practical application that this in itself 
would make its enforcement a violation of the due proc- 
ess clause.” 

Although neither of these decisions covered the com- 
pulsory use of replacement cost, the language and rea- 
soning certainly would apply to such a provision. Com- 
monwealth v. Zasloff applied to the discretionary use of 
replacement cost on a falling market. If the Kansas 
courts follow Pennsylvania, they might invalidate the 
present statute. 

4C. Glenn Morris, Unfair Practices Act, pamphlet 
written under the supervision of the Attorney General 
for the instruction of the County Attorneys, who are 
charged with the responsibility of enforcing Kansas’ 
Unfair Trade Practices Act. 


NEGLIGIBLE Errect ON ADVERTISING 
Po.icy 


Only two advertisers out of the thirty- 
six examined made an immediate and 
pronounced change in advertising policy 
as soon as the loss leader law went into 
effect. In the case of a national grocery 
chain operating in Topeka, exactly one- 
half of the dry grocery advertisements 
for April 5 and 12 were nationally known 
brands. On April 19 the proportion of na- 
tionally known brands fell to 28 per cent 
and the next week to 25 per cent of the 
dry grocery items. The lower proportion 
of nationally known brands still per- 
sisted in November. 

On April 25 a sectional grocery chain 
operating in Wichita increased the pro- 
portion of nationally known brands to 
45% from a previous average of 35% 
and was still using the new proportion in 
November. This same chain made no 
change in the proportion of nationally 
known brands that appeared in its To- 
peka advertising. These are the only two 
cases that reveal any close connection 
between advertising policy and the Act. 

By November four other grocery ad- 
vertisers in Wichita and two in Topeka 
had increased the proportion of nation- 
ally known brands in their advertise- 
ments, but five grocery advertisers in 
Topeka and one in Wichita had reduced 
the proportion. Sixteen grocery adver- 
tisers in the two cities had made no 
change in policy. 

None of the drug store advertisers 
made any immediate change in advertis- 
ing policy, but all three Wichita cut- 
rates and one Topeka chain were adver- 
tising somewhat fewer nationally known 
brands by November. One Topeka chain 
had increased the proportion of nation- 
ally known brands, but also had in- 
creased its entire advertising program. 
The other chain in Topeka made no 
change in policy. 
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In view of the fact that Kansas has a 
Fair Trade Law (which allows manufac- 
turers to specify the minimum prices for 
which their merchandise may be resold) 
there is no reason to expect that the Un- 
fair Trade law would induce much change 
in the advertising of nationally known 
drug items, for the new law could affect 
only the ones that were not covered by 
price maintenance agreements. 


BusINESSES AS AFFECTED BY THE LAW 


Loss leader price-cutting was confined 
primarily to grocery and drug retailing. 
No wholesalers reported that they had 
been required to raise any prices in order 
to comply with the law. In the retail 
fields where loss leader pricing is used, 
the practice is confined largely to those 
stores that use price appeal as an impor- 
tant method of securing patronage. This 
means chain stores and the small minor- 
ity of independent stores that try to 
compete with the chains on a price basis, 
rather than depending on service, con- 
venience, and personal relations as the 
chief methods of attracting trade. 

In the auto accessories field one chain 
indicated that they had to cease adver- 
tising free deals (e.g., a tube free with the 
purchase of a tire) and that they now 
quote a blanket price for the combina- 
tion. Another chain stated that they are 
using their present methods in several 
states that have Unfair Trade Practices 
Acts similar to that of Kansas and there- 
fore that they do not expect to make any 
change in their method of representing 
free deals. 


WEEK-END SPECIALS OF DrucG 
Stores AFFECTED 


In the drug store business, loss leader 
price-cutting is confined largely to Satur- 
day specials. In the chain drug stores in 
Kansas City, Kansas, the regular week- 
day prices of cigarettes and a few other 


tobacco items had to be raised, but 
otherwise chain and cut-rate drug stores 
felt the effect of the Act through its 
limitation upon their price-cutting for 
week-end specials. One chain store em- 
ployee reported that the number of spe- 
cials formerly advertised at prices now 
illegal was about twenty in a page adver- 
tisement listing between one hundred 
and ten and one hundred and twenty 
items. Another chain store employee re- 
marked that the Act “took the brass out 
of the week-end specials.”” The aptness 
of his comment is revealed by a compari- 
son of the prices listed in newspaper ad- 
vertisements for the two weeks before 
the loss leader law became effective and 
the week or two afterwards. Three cut- 
rate drug stores in Wichita and three 
drug chains operating in Topeka re- 
peated 248 items between the two pe- 
riods. Forty-eight of the articles were 
raised in price, and the average increases 
in the prices of these items was 27.0 per 
cent of their former prices. Nearly all the 
items on which prices were advanced 
were loss leaders. One of the Topeka 
chains did not change the prices of any 
items repeated in its advertisements. 
The others reduced the prices of thirteen 
articles by an average of 23.8 per cent of 
their former prices. 

Table I shows the price changes for the 
advertisers in Wichita and Topeka. Price 
competition between two Wichita cut 
rate stores appeared to be unusually keen 
and the fact that the Wichita stores 
raised a greater proportion of prices than 
the other groups of drug advertisers con- 
firms this impression. 

In most cases the prices of the loss 
leaders were raised to the normal level so 
that they were no longer used as leaders. 
This does not mean that the practice of 
leader pricing was abandoned for other 
items were reduced to approximately the 
legal minimum to take their places. 
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Taste I. Price CHANGES IN THE ITEMS REPEATED IN THE ADVERTISEMENTS OF THE SAME DruaG 
Srores BETWEEN THE First Two WEEKS IN APRIL, 1941, AND THE Last Two WEEKs 














Per Cent of | Average Per Cent\| Per Cent of Average Per Cent 
Location and Number of Repeated Items of Increase in | Repeated Items | of Decrease in 
Type of Drug Store Items Repeated That Were the Prices That Were the Prices 
Advertiser Raised That Were Reduced in That Were 
in Price Raised Price Reduced 
All stores 248 19.3 27.0 5.3 23.8 
3 Wichita cut-rates 145 22.1 32.5 7.6 22.7 
3 Topeka chains 103 15.5 16.0 1.9 29.9 




















Source: Drug store advertisements in the Wichita Beacon and the Topeka Daily Capital. 


Most independent druggists do not 
try to meet the prices of the cut-rate 
stores and consequently the Unfair 
Trade Practices Act did not require them 
to make any important changes in their 
method of doing business. Some reported 
that they had raised the prices of a few 
unimportant pipe tobaccos. Several inde- 
pendent druggists mentioned that the 
Fair Trade Law was reasonably effective 
in controlling loss leader price-cutting in 
their field and that the Unfair Trade 
Practices Act was primarily for the bene- 
fit of the independent grocers who had not 
been helped by the resale price main- 
tenance law. Undoubtedly the adver- 
tised prices of many well-known drug 
items would have been below the mini- 
mum price if there had not been a Fair 


Trade Law. 


Loss LEADERS IN GROCERY STORES 


Although the majority of independent 
service grocers did not attempt to meet 
all the loss leaders used by price-cutting 
stores, many grocers found it necessary 
to meet competitive prices on some na- 
tionally known soaps and coffees and on 
sugar. They welcomed the opportunity 
to raise their prices on these to comply 
with the law. However, these items do 
not exhaust the list of articles sold at less 
than the required markup by grocery 
stores that actively cut prices. 


The following list of articles used as 
loss leaders was obtained from chain 
store price sheets. It includes the best 
known nationally advertised brands of: 
canned milk, corn syrup, cocoa, vegetable 
shortening, flour, coffee, tea, breakfast 
cereals, canned luncheon meats, candy 
bars, cigarettes, pipe tobacco, toilet tis- 
sue, cleansers, laundry soap, toilet soap, 
soap powder, and soap chips. In canned 
goods nationally advertised brands do 
not predominate and the number of 
leaders is smaller but includes: spinach, 
corn, green beans, salmon, grapefruit 
juice, and pineapple juice. Finally there 
are a number of highly competitive arti- 
cles for which brand is not important, 
such as: sugar, dry navy beans, matches, 
marshmallows, two pound jars of peanut 
butter, and two pound jars of preserves. 
Thirty classes of articles are included in 
this list. Some classes, like breakfast 
cereals, include a number of varieties and 
at least two well-known brands in each 
variety, most of which are made in more 
than one size. If each size of each brand is 
counted as a separate item, the complete 
list may be about one hundred and fifty. 

Table II gives the number of dry gro- 
cery items that were repeated in news- 
paper advertisements between the two 
weeks before the Act became effective 
and the two weeks afterwards. It also 
gives the proportion of items that were 
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Tase II. Proportions or Prices RaiseED, UNCHANGED, AND REDUCED IN THE Dry Grocery 
Irems REPEATED IN THE ADVERTISEMENTS OF THE SAME GROCERY ADVERTISER BETWEEN 
THE First Two WEEKs oF APRIL, 1941, AND THE Last Two WEEKS 
, Per Cent of Re- Per Cent of Re- Per Cent of Re- 
Location and Type Number of peated Items That | peated Items That | peated Items That 
of Gr wid Items Repeated Were Raised Were Unchanged Were Reduced 
Advertiser in Price in Price in Price 

All advertisers 677 26.3 69.4 4.3 
Chains, both cities 141 40.4 56.0 3.6 
Independents, both cities 382 24.3 72.8 2.9 
Voluntary chains, both cities 154 18.2 73.4 8.4 
3 Wichita chains (2 sectional, 

1 local) 88 37-5 56.8 £.9 
9 Wichita independents 254 20.4 77.6 2.0 
1 Wichita voluntary chain 25 16.0 84.0 ° 
3 Topeka chains (2 sectional, 

I national) 53 45.3 54-7 ° 
11 Topeka independents 128 32.0 63.3 4-7 
5 Topeka voluntary chains 129 18.6 71.3 10.1 

















Source: Grocery advertisments in the Wichita Beacon and the Topeka Daily Capital. 


increased and decreased in price. Sum- 
mary percentages for all chains, all inde- 
pendents, and all voluntary chains whose 
advertising was observed do not mean a 
great deal because the proportions for 
the two cities are different. The differ- 
ence indicates the danger of generalizing 
the findings of this study. All conclusions 
are based on advertised prices and there- 
fore may not be representative of all 
prices in the advertisers’ stores, to say 
nothing of prices in the stores that do 
not advertise. 

This analysis of grocery advertise- 
ments considers only the so-called dry 
groceries. Fresh fruits and vegetables, 
meats, and bakery goods other than 
bread have been excluded because there 
was no evidence that any of these arti- 
cles were used as loss leaders.® If this 
seems surprising the reader should recall 
the definition of “loss leader” used in 
this study. Abnormally low margins for 


* Tables summarizing the changes in the prices of 
fresh fruits and vegetables and of meats were compiled 
by the author and may be consulted upon request. 


these products may still be well in excess 
of the legal minimum. 

The replacement cost of many grocery 
articles was rising last spring so that all 
price increases found in the advertise- 
ments for even so brief a period as two 
weeks before the law went into effect and 
two weeks afterwards cannot be at- 
tributed to the new Act. However, the 
loss leaders whose prices were advanced 
could be identified by comparing the 
prices charged by the several advertisers 
for items known to be used as leaders and 
by making inquiry in doubtful cases. 
Table III shows the number and impor- 
tance of loss leaders. 

The chain stores in Topeka had a far 
larger proportion of loss leaders in the 
items duplicated in their advertisements 
than did any of the other groups. The 
fact that about one-eighth of the items 
duplicated by independent advertisers 
were loss leaders cannot be taken as typi- 
ical of the policy of all independent gro- 
cers for the advertisers are the larger and 
more aggressive stores, and not all of 
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Tasie III]. THe Numser or Loss LeEapers WHosE 
Prices Were ADVANCED IN THE ADVERTISEMENTS OF 
THE SAME GROCERY ADVERTISER BETWEEN THE FIRST 
Two WEEKs IN APRIL, 1941, AND THE Last Two 
WEEKS, AND THE Proportion oF Loss LEADERS 
RatseEp IN Price to Att Items REPEATED IN THE 
ADVERTISEMENTS, AND TO ALL Price INCREASES 
FouND IN THE ADVERTISEMENTS 





























Num- Per Per 

ber of | Cent | Cent 

thes of Loss\of Loss 

Location and Type Lead. | Lead- | Lead- 
of Grocery ows ers ers 

Advertiser Raised # 4! | to All 

mt Re- | Price 
Price | Peated| In- 

Items | creases 

All advertisers 80 11.8 | 44.9 
Chains, both cities 21 14.9 | 36.8 
Independents, both cities so 1 39.9 1 57.0 
Voluntary chains, both cities 6 3-9 | 21.4 
3 Wichita chains 8 9.1 | 24.2 
9 Wichita independents 37 | 14.6 | 71.2 
1 Wichita voluntary chain 2 8.0 | 50.0 
3 Topeka chains 13 | 24.5 | $4.2 
11 Topeka independents 16 | 12.5 | 39.0 
5 Topeka voluntary chains 4 3-1 | 16.7 





Source: Grocery advertisements in the Wichita 
Beacon and the Topeka Daily Capital. 


them provide charge and delivery service. 
The behavior of the voluntary chains is 
more typical of the rank and file inde- 
pendents, although they also represent a 
select group. The voluntary chains made 
very sparing use of loss leaders in their 
advertising. There are two explanations 
for this policy. For one thing, many mem- 
bers of the groups are not convinced of 
the advisability of loss leader pricing. In 
the second place, one objective of the 
voluntary chain is to escape competitive 
pricing by featuring a private brand 
controlled by the group. All but one 
voluntary chain feature their own pri- 
vate brands in their advertising. Inci- 
dentally, the one voluntary chain that 
features a manufacturer’s brand was re- 
sponsible for half of the Topeka volun- 


tary chains’ loss leaders and appeared to 
have more competitive prices than any 
of the other five. 

The high percentage of loss leaders to 
all price advances for Wichita independ- 
ents occurs because they raised the prices 
on a smaller proportion of the items du- 
plicated in their advertisements (see 
Table II) although they had about the 
same proportion of loss leaders as the in- 
dependents in Topeka. 


DEGREE OF INCREASE IN PRICES 
oF Loss LEADERS 


Most price-cutters that raised prices 
to comply with the Unfair Trade Prac- 
tices Act indicated that they raised them 
only enough to meet the minimum. They 
did not use the inauguration of the Act 
as an occasion to abandon leader pricing 
and to secure the full cost on each item. 


TasLe IV. AverAGE PERCENTAGE OF INCREASE IN 
THE Prices or Loss LEADERS AND OF OTHER ARTICLES 
Nor Usep as Loss LeEapers THat WERE RAISED IN 
Price BETWEEN THE First Two WEEKS IN 
APRIL, 1941, AND THE Last Two WEEKs 


























Average Average 
Percentage | Percentage 
of Increase | of Increase 
Location and Type in the in the 
of Grocery Prices of | Prices of 
Advertiser Loss Other 
Leaders Articles 
Raised Raised 
in Price in Price 
All advertisers 11.5 9.0 
Chains, both cities .6 8.1 
Independents, both cities 12.2 9.1 
Voluntary chains, both cities a 10.3 
3 Wichita chains 4.9 8.5 
9 Wichita independents 11.9 10.8 
1 Wichita voluntary chain 5.6 22.6 
3 Topeka chains 9.0 2 
11 Topeka independents 13.0 a 
5 Topeka voluntary chains 8.4 9.1 








Source: Items repeated in the advertisements of the 
same grocery advertisers in the Wichita Beacon and the 


Topeka Daily Capital. 
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Table IV shows the average percent- 
ages by which loss leaders were advanced 
over their former prices and also the per- 
centage of increase in the prices of the 
other articles that were raised in price. 

The percentage of increase in the 
prices of loss leaders may be inflated by 
the fact that the replacement cost of 
some of the loss leaders was raised during 
the period. However the market in- 
creases were not so general that one 
would be justified in assuming that only 
the difference in the increases in the 
prices of loss leaders and other articles 
was due to the influence of the loss 
leader law. 

The independent advertisers in To- 
peka made greater average percentage 
increases in the prices of loss leaders than 
the chains in Topeka did. This is ex- 
plained by the fact that although the in- 
dependents used fewer loss leaders they 
tended to concentrate on exceptionally 
competitive items (especially coffee) and 
either met or tried to under cut the 
chains’ and each other’s prices on these 
articles. Hence nearly all the leaders of 
the independent advertisers were loss 
leaders whereas the chains had other 
leaders which they sold at less deeply 
cut prices. 

In addition there were several cases 
where the independents raised the prices 
of their loss leaders above the chains’ 
prices when the law became effective. 
(There were also cases where an inde- 
pendent undersold the chains before the 
loss leader bill was passed.) Unfortu- 
nately no conclusive comparisons of this 
kind can be made because there were 
only two loss leaders which both chains 
and independents advertised before and 
after April 15. All advertisers appeared 
to avoid repeating items on which they 
had advanced prices, this is especially 


true of the loss leaders advertised by the 
chains. 


TasBLe V. ComMPpARISON OF THE ADVERTISED PRICES OF 
INDEPENDENT STORES AND VOLUNTARY CHAINS 
WITH THOSE OF CHAIN STORES 








Advertised Price of an Independent 
Store or a Voluntary Chain in 
Comparison with a Chain Store's 
Price for the Identical Item 
Period 
Covered Lower Same at: Higher 

than: than: 


No. of ad No. of hd No. of ad 
Times tal Times tal Times tal 











Before April 15 20 |14.5| 44 131.9] 74 |53-6 
After April 15 11* | 7.9} 38 |27.1| 91# |65.0 





























* In one case the price appears to be below the legal 
minimum. 

# In four cases the chain price appears to be below 
the legal minimum, this affects 12 of the independent 
prices. 

Source: Grocery advertisements in the Wichita 
Beacon and the Topeka Daily Capital for the month of 
April, 1941. 


Some measure of the relative prices in 
the stores of the chain and independent 
advertisers before and after the loss 
leader law became effective may be 
gathered by observing the number of 
times that the independents and the vol- 
untary chains advertised an item at a 
price that is lower than, the same as, or 
higher than the price for which a chain 
store in the same city advertised the 
same item. This comparison is necessa- 
rily confined to nationally known brands, 
well-known local brands, and standard- 
ized merchandise. In cases where two 
chains in the same city advertised the 
same item at different prices, the lower 
price was used as the basis of compari- 
son. The results of this comparison are 
given in Table V. 


EFFEcT ON THE GENERAL LEVEL 
oF GROcERY PRICES 


Several persons who were interviewed 
expressed the opinion that the general 
level of prices to the consumer was not 
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raised by the Unfair Trade Practices 
Act. The replacement market was rising 
and they believed that the curtailment of 
loss leaders made it possible to postpone 
advances in the prices of other items. 
This was a timely variation of the usual 
argument that the loss on leaders must be 
made up by greater than normal mark- 
ups on less competitive items. However, 
analysis of the price advances in the 
newspaper advertisements indicates that 
instead of postponing price adjustments, 
grocers used the inauguration of the new 
law as the time for a general adjustment 
of prices to the rising market. This fact 
is shown by Table VI which gives the 
number of price changes in articles that 
were reptated in the advertisements of 
the same grocery advertiser on consecu- 
tive weeks. A number of the price changes 
made by independents were compensated 
by equal changes in the opposite direc- 
tion a week or two later. These changes 
were omitted in Table VI. 


TaBLe VI. THe NumsBer oF Price CHANGES IN ARTI- 
cLEs THAT WERE REPEATED IN THE ADVERTISEMENTS 
OF THE SAME GROCERY ADVERTISER 
on ConsECUTIVE WEEKS 




















Number | Number 
In- De- 
Changes from the week-end of: A wil po vi 
in Price | in Price 
April 4 and 5 to April 11 and 12 14 12 
April 11 and 12 to April 18 and 19 77 9 
April 18 and 19 to April 25 and 26 II 12 
Number of price changes in articles 
that were repeated any time be- 
fore April 15 and after April 15 | 177 29 





Source: Grocery advertisements in the Wichita 
Beacon and the Topeka Daily Capital. 


There were forty loss leaders whose 
prices were advanced between the week- 
end of April 11 and 12 and the week-end 
of April 18 and 19; subtracting these 
from the seventy-seven price advances in 
the week leaves thirty-seven price ad- 


vances which presumably were adjust- 
ments to rising markets. This number, 
compared with twelve for the preceding 
week and eleven for the following week 
clearly indicates that the inauguration of 
the new law was used as a time to make 
upward revisions in prices. 

One chain store manager stated spe- 
cifically that his company used the in- 
auguration of the Act as a time for a gen- 
eral price adjustment to the rising mar- 
ket. Apparently he had been trying to 
lay the blame for all price advances to 
the new legislation, because he had been 
telling customers and competitors that 
he raised two hundred prices on account 
of the loss leader law, but when the 
writer questioned him for the record he 
admitted that many of the changes were 
adjustments for rising markets and de- 
clined to estimate the number of loss 
leaders. 

The advertisements revealed one meth- 
od by which some independent stores 
used the Unfair Trade Practices Act to 
raise prices. Five instances were observed 
were independents raised their prices on 
articles that other stores were using as 
leaders, even though their own prices 
had been above the legal minimum. In 
four of these cases the advances were 
greater than the increases made on the 
loss leaders. Apparently these grocers be- 
lieved that they could oversell the price- 
cutters by a certain amount, and when 
the price-cutters raised, these grocers 
raised too and even increased the differ- 
ential. Five cases of this character are 
not enough to be conclusive, but one 
reason why more examples were not 
found lies in the fact that many inde- 
pendents avoided advertising the articles 
that competitors used as loss leaders be- 
fore April 15, but began to list them after 
the Act put a floor under prices. This 
happened notably with soap. 

There are other ways of compensating 
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for the deficient markup on leaders with- 
out raising the prices of less competitive 
items by an equal degree, as the advo- 
cates of Unfair Trade Practices Acts 
contend. For one thing, the greater vol- 
ume obtained by offering spectacular 
bargains may spread the overhead so 
that a lower percentage of average mark- 
up will still yield a profit. The elimina- 
tion of store services and the achieve- 
ment of operating economies may reduce 
expenses and these savings may be 
dramatized by leaders rather than uni- 
formly lower markups on all items. Some 
concerns charge the loss sustained on 
loss leaders to their advertising account, 
and it is possible that a much larger ad- 
vertising appropriation would be neces- 
sary to attract the same volume if con- 
spicuous bargains were not offered as 
bait. Finally there is a slight basis for 
suspecting that some grocery chains are 
satisfied with a smaller percentage of 
profit on sales than are the independents.° 


SUMMARY 


The Unfair Trade Practices Act, w which 
requires minimum markups of 2% for 
wholesalers and 6% for retailers with an 


® Harvard University, Bureau of Business Research, 
Bulletin No. 84, 94, 99. Progressive Grocer, April, 1941, 
p. 161, 

Progressive Grocer, Facts in Food and Grocery Distri- 
bution as of January 1, 1941, Pp. 9. 

Tide, June 15, 1941, p. 50. 


additional }% for cartage, is being ob- 
served in the three large cities without a 
great deal of policing and without any 
litigation. Drug stores raised the prices 
of most of their loss leaders to the normal 
level, but reduced the prices of other arti- 
cles to approximately the legal minimum 
to take their places. Grocery stores were 
required to raise the prices on about one 
hundred and fifty items that were used 
as loss leaders. Probably no one store 
was selling all of them below the mini- 
mum price when the law went into effect. 
Chain stores were affected most, price 
cutting independents somewhat less and 
the majority of independents on only a 
few items. The average increase in the 
prices of loss leaders raised by inde- 
pendent advertisers exceeded the aver- 
age increases of the chain stores because 
the independents concentrated on a 
smaller number of deeply cut leaders. 

The law appears to have raised prices 
to the consumer, since there were not 
enough reductions in the prices of ad- 
vertised items to compensate for those 
raised to comply with the law. The gro- 
cers used April 15 as a time to make a 
general upward revision in prices to con- 
form to both the law and rising replace- 
ment costs and in some cases raised 
prices merely to maintain or increase the 
differential between their own prices and 
those of the low-priced stores. 














PROTECTION OFFERED TO CONSUMERS BY THE 
NORTH CAROLINA STATE GOVERNMENT 


EDNA DOUGLAS 
The Woman's College of the University of North Carolina, Greensboro 


Epitor’s Nore: North Carolina has taken the lead in 
some kinds of consumer protection. Miss Douglas, in the 
article which follows, reaches some conclusions as to what 
has been done and what remains to be accomplished. 


N AN economy where the individual’s 
l consumption is limited to the specific 
goods he produces, it is obvious that 
there is an immediate relationship be- 
tween each individual’s production and 
his consumption. In our contemporary 
specialized exchange economy, however, 
production and consumption, though 
still interdependent, have become so far 
separated that the short-run objectives 
of the two functions frequently conflict. 
Thus we find the producer of goods desir- 
ing either an accidental or deliberately 
controlled scarcity of goods on the mar- 
ket so that the market value of his out- 
put relative to costs, and hence his 
profits, will be increased. The consumer’s 
objective is the opposite; he wishes for 
an abundance of goods and low prices. 
It can readily be understood, therefore, 
that the consumer interest is a special- 
ized interest arising out of specialization, 
the division of labor, and large-scale en- 
terprise. It is in an economy such as ours, 
where specialization and exchange pre- 
dominate, that the opposition of con- 
sumers to producers becomes apparent. 

Traditionally the consumer’s role in 
our economic system has been predom- 
inately passive, primarily because most 
consumers are also producers and have 
chosen to increase their real income 
through their action as producers rather 
than as consumers. This is not an unnat- 
ural reaction since it is usually simpler to 
improve one’s status by selling one’s 
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labor in a single market at a higher price 
than it is to become an expert buyer for 
each of the numerous commodities that 
an individual consumes. 

Nevertheless, in recent years there has 
been a tendency to re-examine the con- 
sumer’s position in our economic system, 
and we find individuals displaying a re- 
newed interest in their consuming func- 
tion and in consumer protection. One of 
the most effective means of safeguarding 
consumers is to shift the function of pro- 
tection to specialized agencies, both pub- 
lic and private, whose facilities and 
powers enable them to protect the con- 
sumer far better than he is able to pro- 
tect himself or to supply the consumer 
with otherwise unavailable information 
for the purpose of self-protection. 

Both state and national governments 
are doing a great deal to promote con- 
sumer interests. Part of the consumer’s 
defensive role, therefore, is to under- 
stand, utilize, and encourage this govern- 
ment protection. This article describes 
what one of those governments, that of 
North Carolina, is doing to protect con- 
sumers and to help consumers protect 
themselves. 


I. Commopity STANDARDS AND 
THEIR MISREPRESENTATION 


One field in which government partici- 
pation is significant to consumers is the 
creation of standards for important con- 
sumer products. Government standards 
for foods, drugs, cosmetics, and gasoline 
have been the most outstanding. Under 
the 1938 federal Food, Drug, and Cos- 
metic Act, for instance, the federal gov- 
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ernment has promulgated standards of 
identity for the following foods: dairy 
products—eggs, cream, milk, and cheese; 
canned fruits and vegetables—tomatoes 
and tomato products, cherries, peaches, 
apricots, pears, peas, asparagus, and 
other vegetables; fruit jellies and pre- 
serves; flours; and oleomargarine. Meat 
and meat products are also regulated by 
federal law. Standards for additional 
products are being formulated continu- 
ously so that the area in which this type 
of regulation is effective is being con- 
stantly widened. 

Representative of this type of protec- 
tion is the regulation for canned peaches 
as promulgated by the federal govern- 
ment December, 1939, and March, 1942.! 
The regulation covers three points: defi- 
nition and standard of identity, fill of con- 
tainer, and quality. Under definition and 
standard of identity fall the requirements 
that canned peaches be mature; that 
they be of certain varietal groups, as 
clingstone or freestone, and white or 
yellow; that they be whole, halves, quar- 
ters, slices, or dices, and peeled or un- 
peeled; that they be packed in syrup, 
peach juice, or water; and that they may 
have spices, flavoring, or seasoning 
added. The syrup may be made with 
either sucrose or dextrose and must be 
specified as light, heavy, or extra heavy. 
The label on the container must make 
available to consumers information on 
these above-mentioned points. The regu- 
lations under fill of container simply re- 
quire that the maximum number of 
peaches which will not damage the fruit 
be included in a can. Quality is deter- 
mined by tenderness, size of the units, 
uniformity of size, the absence of peel- 
ing, freedom from blemishes, shape, and 
freedom from crushed or broken pieces. 


1 See: Federal Register, Vol. 4, No. 247 (December 22, 
1939), and Vol. 7, No. 42 (March 3, 1942). 





Detailed specifications on these points 
must be adhered to. 

Federal regulations governing food 
products apply to all goods sold in inter- 
state commerce. North Carolina regula- 
tions, which are in most cases identical 
with federal rulings, apply to intrastate 
sales. In certain cases the North Caro- 
lina State government has set up stand- 
ards for products which have not yet 
been regulated by the federal govern- 
ment. City governments in North Caro- 
lina have been encouraged by the State 
Board of Health to supervise and grade 
milk sold in the city, and this grading, 
while on the basis of sanitation rather 
than quality, has helped to assure con- 
sumers of a pure supply of milk. 

Standards for drug products for the 
federal government and for most state 
governments are those in the official 
United States Pharmacopoeia, official 
Homeopathic Pharmacopoeia of the 
United States, or official National For- 
mulary, which are in general use by the 
medical and pharmaceutical professions. 
Standards for cosmetics have not pro- 
gressed very far, being limited chiefly to 
the prohibition of sale of certain products 
with harmful ingredients or to the re- 
quired labeling for those products which 
may be harmful to the consumer under 
certain circumstances. 

Another field in which standardization 
has been of value to consumers, es- 
pecially in North Carolina, is gasoline 
grading. Each gasoline pump in North 
Carolina bears one of three grade labels 
to guide the consumer in his purchase of 
gasoline. 

In addition to the creation of specifica- 
tions for consumer commodities, various 
governmental units have created stand- 
ards for weights and measures and have 
required the checking of weighing and 
measuring devices for accuracy. The fed- 
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eral government, through its Bureau of 
Standards, which encourages the use of 
standards growing out of federal inves- 
tigations, and the North Carolina State 
government, through its Weights and 
Measures Division, which requires ac- 
curacy of weighing and measuring de- 
vices, attempt to safeguard the consumer 
against inaccurate measure. 

Through these activities, standardiza- 
tion of consumer goods, proper labeling, 
and accurate measure have been en- 
couraged by the federal and state gov- 
ernments. The next section will describe 
in greater detail the work of certain divi- 
sions in the North Carolina State govern- 
ment which have created commodity 
standards and have required or en- 
couraged adherence to those standards. 


Weights and Measures 


The Weights and Measures Division 
is a part of the North Carolina Depart- 
ment of Agriculture. It has two principal 
functions: (1) to set up standards, rules, 
and regulations which are necessary to 
instigate and maintain a system of uni- 
form weights and measures in North 
Carolina, and (2) to conduct inspections 
to enforce these rules and regulations. 

In fulfilling its first function, the divi- 
sion has evolved a series of regulations, 
many of which directly affect the con- 
sumer. Regulation Seven, for example, 
requires that all new weighing and meas- 
uring devices be approved by the Divi- 
sion of Weights and Measures before 
they can be sold or used in North Caro- 
lina. Approximately one-third of the de- 
vices submitted since this regulation was 
put into effect have been rejected be- 
cause of undesirable features. Regula- 
tions Eight and Nine require that ice, 
coal, and coke be sold by net weight 
rather than by volume. These regula- 
tions are representative of the division’s 
policy of substituting weight measure 


for volume measure whenever possible. 
One of the greatest protections afforded 
consumers is found in Regulation Ten, 
which requires that each weighing or 
measuring device be so placed that the 
consumer can see the value determined 
from it. Obviously, this regulation is ben- 
eficial only in so far as it is used by con- 
sumers. As the North Carolina Superin- 
tendent of Weights and Measures has 
said, ‘““We can do everything but look for 
the consumer.” 

Other regulations of the division (1) 
require that packages bear a statement 
of their net contents; (2) specify the var- 
lations, or tolerances, which devices or 
packages are permitted to show; and (3) 
prohibit the weighing of small units on 
scales designed to weigh extremely large 
units. 

To fulfill its second function, that of 
conducting inspections, the division, in 
the biennium, 1938-1940, conducted 
122,467 inspections. Of the devices in- 
spected, 11 per cent were condemned and 
2 per cent were confiscated. Each weigh- 
ing and measuring device is inspected at 
least once a year and frequently more 
often. Devices which are not condemned 
are given a seal of approval which must 
be visible on the scale or measuring de- 
vice. In those sections where the division 
has been aided by a full-time local in- 
spector, condemnations have fallen be- 
low I per cent. 


Standards for Gasoline and Oil 


Gasoline and oil inspection in North 
Carolina is now conducted by the Gaso- 
line and Oil Inspection Division of the 
North Carolina Department of Revenue. 
The Gasoline and Oil Inspection Board, 
composed of the Commissioner of Rev- 
enue, the Director of the Gasoline and 
Oil Inspection Division, and three mem- 
bers appointed by the Governor, has 
adopted standards for various grades of 


ar 











ar 











THE JOURNAL OF MARKETING 


35 





gasoline and has passed rules and regu- 
lations which require all gasoline dis- 
tributors in North Carolina to display on 
each dispensing pump a label stating 
which grade of gasoline is being deliv- 
ered. It is the duty of the Gasoline and 
Oil Inspection Division to enforce these 
rules and regulations by testing gasoline 
from each pump in the state at least once 
a year and frequently more often? and by 
attaching the proper grade label to the 
pump. The Gasoline and Oil Inspection 
Division also tests pumps for quantita- 
tive accuracy of delivery. 

While nine other states? have some 
form of gasoline grading law on their 
statute books, North Carolina alone re- 
quires the gasoline to be sold from pumps 
displaying a label that shows the actual 
grade of gasoline dispensed. Gasoline 
sold in North Carolina falls into one of 
three grades, for each of which there exist 
specifications as to chemical content. 
Motor Grade is the lowest. This is a 
straight gasoline which must pass mini- 
mum specifications with regard to vapor- 
ization, sulphur content, and gum con- 
tent. Its octane, or “‘anti-knock,” rating 
is low. Regular Grade is the gasoline most 
commonly used. It is a straight gasoline 
but has a much higher octane rating and 
vaporization point than the Motor Grade. 
It is free from sulphur and gum. Pre- 
mium Grade is the highest grade and is 
given to gasoline with an unusually high 
octane rating. This gasoline is obtained 
by adding tetraethyl lead or benzine to 
a high-grade ‘ ‘straight”’ gasoline. 

The division maintains five specially 
designed trailers, each of which is a com- 
plete chemical laboratory under the 
supervision of a qualified chemist. These 
trailers travel about over the state, tak- 


? In regions where violations are most prevalent, gaso- 
line pumps are inspected as often as once each week. 

* Florida, Idaho, Louisiana, Mississippi, North Da- 
kota, Oklahoma, South Dakota, Tennessee, and Utah. 


ing samples from every gasoline pump 
and testing them for quantity and qual- 
ity. Within two and a half hours after its 
collection, a sample is tested at the 
laboratory for its vaporizing point (vola- 
tility), corrosive elements (sulphur), 
vapor pressure, the presence of adulter- 
ants, and presence of gasoline in kero- 
sene. Part of the sample is rushed by ex- 
press to the Raleigh laboratory to be 
tested immediately for such things as 
gum and anti-knock qualities. If a sam- 
ple fails to meet required specifications, 
or if the measurement is false, the pump 
is sealed immediately to prevent further 
sale until the measuring device has been 
adjusted or until the grade label on the 
pump has been changed. 

Gasoline inspection and grading is of 
considerable value to the consumer. In 
the first place, it assures the consumer 
that he is getting the amount of gasoline 
for which he asks. Second, the consumer 
can know what grade of gasoline he is 
getting by reading the label on the 
pump. Third, it has made possible sav- 
ings in gasoline costs, since users can buy 
on the basis of grade rather than by 
brand or price. Finally, the work of the 
Gasoline and Oil Inspection Division has 
helped to improve the quality of gasoline 
in North Carolina. Since inspection and 
grading service was begun in North Car- 
olina in 1937, 87 per cent of all gasoline 
sold in the state has been regraded, usu- 
ally to a higher grade. While it is impossi- 
ble to determine what proportion of this 
regrading was due to the North Carolina 
law, it is safe to assume that the grading 
of gasoline in North Carolina has been a 
major factor in the improvement of the 
quality of gasoline in the state. 


Regulation of Foods, Drugs, and Cos- 


metics 


The regulation of foods, drugs, and 
cosmetics is under the Food Division of 
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the Agriculture Department’s Division 
of Chemistry. This division conducts in- 
trastate inspections comparable to the 
interstate inspections of the United 
States Food and Drug Administration. 
The division’s powers are derived from a 
series of laws which require it to inspect 
fresh foods, canned foods, meats, bev- 
erages, bottling plants, ice cream, ice 
cream plants, creameries, cheese facto- 
ries, and bakeries for purity and sanita- 
tion, adherence to standards, and proper 
labeling. During the biennium, 1938- 
1940, the division analyzed 4,019 food 
samples and made 3,555 inspections of 
bakeries, bottling plants, creameries, ice 
cream plants, and canneries. 

In 1939, North Carolina passed a new 
Food, Drug, and Cosmetic Act to supple- 
ment the 1906 Pure Food and Drug 
Law. The new law is practically identical 
with the new federal act, except that the 
North Carolina law covers advertising as 
well as labeling. The administrative ma- 
chinery and penalties set up under the 
state act are naturally different from 
those of the federal act. Another differ- 
ence is that the North Carolina law per- 
mits the establishment of more than one 
grade for a single food, while the federal 
law legalizes only a single minimum 
standard of identity. It would be possible 
in North Carolina, for example, to es- 
tablish specifications for a high, medium, 
and low grade of canned peaches, while 
the federal government can establish 
only one grade, eliminating all below 
that grade and permitting all qualities 
above the single minimum standard. 
While the North Carolina Division of 
Chemistry does not intend to adopt dif- 
ferent grades for a single food just now, 
this was included in the law in anticipa- 
tion of the time when the federal act is 
changed to include such a provision, so 
that the state law will be in line. 

The fundamental policy of the division 


has been, in so far as possible, to adopt 
the standards formulated by the federal 
government under the new federal Food, 
Drug, and Cosmetic Act. Certain 
changes, of course, are desirable to meet 
local needs. Many of the standards to be 
used under the new law have been 
adopted, though revisions and additions 
are still being made. 


II. PropuctTion AND MARKETING 
oF AGRICULTURAL COMMODITIES 


It is at this point that the consumer 
may find himself in direct conflict with 
the objectives underlying the program 
undertaken by the state. This is true be- 
cause most agricultural and marketing 
programs represent an attempt to in- 
crease the farmers’ income. Those pro- 
grams which result in the restriction of 
consumption and which produce unduly 
high prices are contrary to consumer 
interests. In so far, however, as produc- 
ing and marketing programs prevent 
market demoralization in periods of sur- 
plus production, increase the market 
supply in slack seasons, tend to equalize 
prices over a broad geographic area, lead 
to increased efficiency in the production 
and marketing of agricultural products, 
and enable the farmer to remain in busi- 
ness during those years when unusual 
weather conditions have caused a sur- 
plus production, so that he will be there 
to provide the consumer with an ade- 
quate supply of products in other years 
when weather conditions are less favor- 
able, they are of value to consumers. In 
these instances, the consumer’s interest 
reaches back into the fields of production 
and marketing. 

The North Carolina Department of 
Agriculture, through its Entomology Di- 
vision, which is concerned with the eradi- 
cation of insect pests and plant diseases; 
its Seed Laboratory, which supervises 
seed labeling; its Division of Chemistry, 
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which analyzes fertilizer for its chemical 
content; its Test Farms, and its Agricul- 
tural Extension Service, attempts to im- 
prove and to increase agricultural pro- 
duction. 

The Division of Markets of the North 
Carolina Department of Agriculture has 
four principal functions. It issues news 
bulletins to aid farmers in distributing 
their products more evenly among mar- 
kets. It does a considerable amount of 
inspecting and grading of fruits and veg- 
etables, thus providing an incentive for 
the production of better commodities 
and an aid to more efficient marketing. 
It also conducts special marketing pro- 
grams for particular commodities from 
time to time. Its fourth function is to 
sponsor agricultural cooperative and 
mutual organizations to make for more 
orderly and efficient marketing. 


Ill. HEALTH PROTECTION 


Both the prevention and the cure of 
disease are among the many objectives 
of the North Carolina State Board of 
Health. The non-medical activities of the 
board are handled by the Division of 
Sanitary Engineering. This division su- 
pervises public water supply systems and 
sewerage systems. It also inspects schools, 
hotels, inns, restaurants, cafes, meat 
markets, and abattoirs for cleanliness 
and general sanitation. Cafes, restau- 
rants, meat markets, and abattoirs are 
required to display an “‘A,” “B,” or “C” 
rating card so that patrons may readily 
ascertain the sanitary rating of the estab- 
lishment. Retailers and manufacturers of 
mattresses are also supervised to see that 
renovated mattresses are sterilized by 
approved methods and are labeled so 
that the consumer may know that they 
are not new. 

Another major program of the division 
of Sanitary Engineering has been milk 
sanitation. North Carolina’s milk pro- 


gram has assumed three aspects: (1) the 
promotion of the use of more milk in the 
interest of better general nutrition; (2) 
the improvement of the sanitary condi- 
tions of milk production and handling; 
and (3) the promotion of the increased 
use of properly pasteurized milk. To pro- 
mote the sanitary production and han- 
dling of milk, the division has encouraged 
the adoption of the United States Public 
Health Service’s uniform milk ordinance 
in as many municipalities as possible. 
On December 31, 1940, North Carolina 
had 185 towns which had adopted the 
ordinance, and these 185 towns repre- 
sented a little over twenty per cent of the 
total number of milk ordinance towns in 
the United States. 

A final aspect of the division’s work is 
its shellfish sanitation program, through 
which it has attempted to clean up the 
shellfish industry in North Carolina. 
Oyster beds along the coast are inspected, 
and the water is examined for its purity. 
Shucking establishments are inspected 
and graded monthly, and their grades 
are published in various newspapers 
throughout the state. This is the first 
time such a system of rating and grading 
oyster shucking plants has been used in 
the United States. Plants which do not 
meet required minimum conditions are 
refused permits to operate. 

The Veterinary Division of the North 
Carolina Department of Agriculture tries 
to prevent the spread of diseases among 
animals. It is a service division, occasion- 
ally becoming a regulatory division when 
a law is passed to control a particular 
animal disease. Through inspections, 
slaughtering, and the use of serums, it 
seeks to prevent and to eliminate Bang’s 
disease, hog cholera, bovine tuberculosis, 
and other diseases, many of which be- 
come harmful to man through milk or 
meat. 

Many licensing boards have been cre- 
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ated by the North Carolina state laws to 
regulate the practice of medicine, dentist- 
ry, pharmacy, optometry, osteopathy, 
chiropractic, chiropody, barbering, and 
cosmetic art so that only those capable of 
properly treating the public can practice 
in each profession. A minimum of educa- 
tion and experience is required, and each 
candidate must pass an examination. 


IV. INVESTMENT PROTECTION AND 
ConsuMER CREDIT ORGANIZATIONS 


The North Carolina insurance laws 
are under the supervision of an Insurance 
Department, which licenses all insurance 
companies; maintains requirements con- 
cerning their financial condition; pre- 
scribes policy forms for fire, accident, 
and health insurance policies; regulates 
the rates for health, accident, and au- 
tomobile insurance; controls business- 
getting methods which may be employed; 
and inspects insurance companies to see 
that the law is complied with. 

Building and loan associations are val- 
uable organizations both for investors 
and for those hoping to become home 
owners. The North Carolina law seeks to 
protect these two groups by setting up 
legal requirements for the organization 
and operation of building and loan asso- 
ciations and by placing them under the 
supervision of a special Building and 
Loan Division in the Insurance Depart- 
ment. This division audits the books of 
each association every eighteen months 
to see that the association is being op- 
erated in accordance with the law and is 
solvent, and that the books and records 
reveal the true condition of the associa- 
tion. As a result of this close supervision, 
there have been no failures of building 
and loan associations in North Carolina 
in a number of years. There have been 
only voluntary liquidations of associa- 
tions in small towns where the business 
was too small to justify continuation. 


North Carolina also has a “blue sky” 
law to prevent the growth of fraudulent, 
fly-by-night organizations. Security sales 
which are exempted from the act are 
government securities, securities of com- 
panies regulated by some other govern- 
mental agency, and securities sold on the 
largest exchanges. Companies which do 
come within this law are required to ap- 
ply to the Utilities Commissioner for au- 
thority to sell their securities in North 
Carolina. The Utilities Commissioner ex- 
amines a company’s condition carefully 
and approves or disapproves the sale and 
method of selling its security issues. 
Though this law has been able to protect 
the public to a considerable extent, only 
a constant vigil by a large and well- 
trained staff could keep out “wild cat” 
corporations which succeed in exploiting 
the public on the basis of high-pressure 
salesmanship and a hasty departure from 
the state. 

The availability of credit at a reason- 
able rate of interest is important to the 
average consumer. To supply this need, 
credit unions, which are cooperative sav- 
ings and loan associations, have been de- 
veloped. Usually each union is com- 
posed of individuals with a common 
bond or interest, such as exists among 
the employees of a given company. 
Members of the group agree to save 
money cooperatively through buying 
shares in the association and through de- 
posits and to lend this money at a low 
rate of interest to members of the group 
when it is needed. Credit unions in North 
Carolina may incorporate under the 
North Carolina Credit Union Law or 
under the federal law. Those operating 
under the state law are under the super- 
vision of the Superintendent of Credit 
Unions in the Department of Agriculture, 
who carefully directs their organization, 
examines their books, and supervises 
their activities to ensure sound operation. 
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V. ConsuMER EpucaTION 


The two agencies which are doing most 
in the way of consumer education in 
North Carolina are the Home Economics 
Extension Division of the North Caro- 
lina State College of Agriculture and En- 
gineering and the Vocational Education 
Division of the State Department of 
Public Instruction. The Home Econom- 
ics Extension Division works through its 
Home Demonstration Clubs which are 
supervised by a county Home Demon- 
stration Agent. The county agent organ- 
izes a club in every community and 
township in her county if possible. Each 
club carries out an educational program 
through the year, and members partici- 
pate in the club projects. The Home 
Demonstration Division has five special- 
ists which assist each club in its work. 
These specialists are in Foods and Nu- 
trition, Clothing, Home Management 
and House Furnishings, Food Conserva- 
tion and Marketing, and Home Beautifi- 
cation. A great deal of consumer educa- 
tion has been done through this club 
work, which affects over 82,000 women 
and girls in the state. 

The Home Economics specialists of 
the Vocational Education Division of the 
State Department of Public Instruction 
have, through their home economics 
curriculum, contributed in a major way 
to the education of present and future 
consumers. Not only is the factual ma- 
terial presented important, but equally 
significant is the point of view which is 
developed. Consumer education under- 
lies each unit of study in the home eco- 
nomics course and is receiving more and 
more attention, not as an isolated factor, 
but as a basic part of every phase of the 
work, 


VI. SumMaRy AND CONCLUSIONS 


When these activities of the North 
Carolina State government are viewed 


somewhat more objectively and more 
critically, certain conclusions seem to be 
valid. First, one finds that the protection 
of consumer interests is either a primary 
or secondary function of many divisions 
of the North Carolina State government. 
This sense of responsibility on the part 
of the North Carolina State Government 
towards consumers has been expressed 
through five fairly distinct activities. 

Commodity standards have been cre- 
ated and used for gasoline, foods, drugs, 
cosmetics, fruits, vegetables, and milk. 
On the basis of these standards, protec- 
tion is offered against misrepresentation 
and deception through the inspection of 
weights and measures; the requiring of 
honest and informative labeling ‘for 
foods, drugs, and cosmetics; and the 
checking of gasoline pumps for accuracy 
of delivery and for the quality of the 
gasoline delivered. Second, an effort has 
been made to increase efficiency in pro- 
ducing and marketing agricultural com- 
modities, making possible improved qual- 
ity and lowered prices for consumers. An- 
other field of activity has been that of 
public health which is a major interest of 
the North Carolina State Board of 
Health, of the Veterinary Division of the 
Department of Agriculture, and of the 
various licensing boards which regulate 
the practice of medicine and allied pro- 
fessions. The state offers a fourth service 
in its protection against investment in 
fraudulent securities, in its regulation of 
insurance companies, and in its creation 
and supervision of credit unions which 
make available to consumers necessary 
credit facilities at a low cost. Finally, 
consumers have had available the educa- 
tional facilities of the Home Economics 
Extension Division and of the home eco- 
nomics courses in the public high schools, 
both of which had fostered consumer ed- 
ucation. 

A second conclusion is that, commend- 
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able as present activities are, expansion 
of services in many fields is desirable. 
Many divisions whose work has been de- 
scribed are operating on budgets that 
are far from adequate. More specifically, 
the use of commodity standards might 
be increased so that consumers would be 
better able to evaluate goods. Particu- 
larly do consumers in North Carolina 
need more grading of fruits and vegeta- 
bles and stricter labeling of foods, drugs, 
and cosmetics according to standards of 
identity or, preferably, according to 
grades. Consumer organizations might 
be encouraged. The work of the Credit 
Union Division is worthy of expansion, 
and other consumer organizations, such 
as study clubs and consumer buying co- 
operatives, could be fostered by some di- 
vision of the state government which is 
more closely concerned with the con- 
sumer interest than is the Division of 
Markets, which is the only agency at 
present sponsoring cooperative groups, 
all of which are producer cooperatives. 
Because of the many conflicting inter- 
ests involved, however, it is doubtful 
whether the state government can en- 
courage cooperative buying except as it 
is carried on by an agricultural coopera- 
tive primarily engaged in selling. 

The efficient marketing of agricul- 
tural products is a major interest of the 
consumer as well as of the producer, and 
the state’s agricultural and marketing 
programs could well afford expansion. 
An extension of consumer education, 
particularly with respect to the dissemi- 
nation of information about commodities 
and commodity standards, is also desir- 
able in North Carolina. 

Finally, in addition to the continua- 
tion and expansion of present services, 
there are several fields which the North 
Carolina State government might enter 


for the first time in its effort to safeguard 
the consumer’s interest.‘ The govern- 
ment’s position and facilities might be 
utilized to conduct economic, legal and 
commodity research in the interest of 
consumers. Economic research might be 
undertaken to study costs of living, va- 
riations in expenditures, and costs of pro- 
duction, in order that consumers and 
legislative bodies might have basic infor- 
mation upon which to proceed in formu- 
lating policies. Research might also 
prove valuable in discovering the effect 
of various laws upon production and 
prices so that consumers could have reli- 
able information for evaluating laws. 
Commodity research of a technical na- 
ture could easily be expanded in existing 
laboratories, and new laboratories might 
be added in future years to that inter- 
ested consumers could determine whether 
their purchases adhere so legal standards. 

Representation of the consumer inter- 
est is needed before regulatory bodies, 
administrative agencies, and legislative 
groups in which matters of concern to the 
consumer are discussed. Finally, a coor- 
dinating agency is needed which would 
tie together consumer organizations and 
consumer services, now scattered among 
the various state departments, into an 
effective program which would make the 
consumer’s needs felt in each of the vari- 
ous divisions now performing functions 
of interest to consumers and which would 
stimulate interest and activity on the 
part of consumers themselves. 


* Two good discussions of a practical governmental 
program for consumers are the following: “Proposed 
State Departments: Consumers’,” Problems Relating to 
Executive Administration and Powers (New York: New 
York State Constitutional Convention Committee, 
1938), Vol. VIII, Ch. XVIII; and Saul Nelson, “Repre- 
sentation of the Consumer Interest in the Federal Gov- 
ernment,” Law and Contemporary Problems, Vol. V1, 


No. 1 (Winter, 1939), pp. 151-164. 


rr 











| 








LOCATING AND APPRAISING PRODUCT IDEAS 


ROSS M. CUNNINGHAM 
Massachusetts Institute of Technology 


Epitor’s Note: The following paper is an elaboration 
of the one prepared by its author for presentation at the 
December meetings. 


SSENTIAL first steps in sound man- 
EB agement of product planning and 
development for manufacturing con- 
cerns consist of an aggressive and intelli- 
gent search for product ideas and a criti- 
cal appraisal of the potential profitability 
of these ideas. Other steps in the plan- 
ning and development function can be 
classified briefly as technical develop- 
ment, market testing, reduction to man- 
ufacturing practice (often including pilot 
plant or semi-works operations) and in- 
troductory marketing campaigns. 

Efficient management of product plan- 
ning and development is of current im- 
portance for companies which are seek- 
ing new materials and new designs for 
commercial products and for companies 
which are undertaking longer range ac- 
tivity in developing new products for 
future markets. 

This analysis is based primarily upon 
over twenty-five case studies! of indus- 
trial and consumer goods manufacturers 
and a comprehensive survey of the prod- 
uct planning and development function 
in one industry.? In scope it is limited to 
manufacture for commercial markets 
and does not discuss the special prob- 
lems involved in searching for govern- 
ment contracts. 


A number of these cases were collected in connection 
with a graduate course in product development and re- 
duction to marketing practice and a business confer- 
ence on management problems of product development 
which was held at M.I.T. 

*R. M. Cunningham and G. B. Tallman, “Product 
Planning in the Glazed and Fancy Paper Industry,” 
Technical Association Papers 23: 212-216, June, 1940. 
Technical Association of the Pulp and Paper Industry. 


LocaTING Propuct IDEAS 


An efficient procedure in locating 
product ideas requires a knowledge (1) 
of the inherent capabilities and limita- 
tions of the manufacturing company, (2) 
of the advantages and weaknesses of the 
various sources of product ideas and (3) 
of methods for stimulating the flow of 
ideas from these sources. 


Company Capabilities and Limitations 
Must Be Evaluated 


Most successful manufacturers owe 
their profitable operation to some one or 
two activities in which they possess real 
competitive advantages. A well-known 
consumer goods manufacturer, for ex- 
ample, is noted for hard-hitting advertis- 
ing and could undoubtedly market at a 
profit any good consumer product of low 
unit price which is purchased frequently 
by large masses of consumers. In the in- 
dustrial market one manufacturer excels 
in producing machine tools of advanced 
design which are unusually efficient in 
operation. 

Products which are added to a com- 
pany’s line should pivot around the chief 
strengths of the company and should 
avoid its weaknesses. From this point of 
view an ideal new product would be one 
which could be manufactured from pres- 
ent raw materials or by-products with 
present equipment and labor force and 
sold by the regular sales force to the same 
classes of customers. At the opposite ex- 
treme is a new product which would re- 
quire different materials, different pro- 
duction facilities and labor skills and 
would be sold to different classes of cus- 
tomers by newly recruited salesmen. 
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After management has evaluated the 
capabilities and limitations of the com- 
pany, it is in a position to decide upon 
the particular markets or industries 
within which to search most aggressively 
for product ideas. This selection requires 
a careful review of census and other data 
which provide exhaustive listings. The 
rough yardsticks derived from such stud- 
les serve to focus executive attention 
upon potentially profitable fields. This is 
not to say that product ideas which are 
outside of these fields should never be 
sought or should receive no consideration 
if submitted, but rather that major at- 
tention should be directed to those classes 
of products within which there is the 
greatest probability of locating satisfac- 
tory items. 


Major Sources of Product Ideas 


The major sources of product ideas are 
described and evaluated very briefly in 
the following paragraphs. Some further 
sources might well be included but limi- 
tations of space forbid a comprehensive 
treatment. 

Field Surveys of Users, Prospects and 
Distributors.—These surveys are one of 
the most valuable sources of product 
ideas provided they are repeated at regu- 
lar intervals in order to secure trend data. 
Most progressive companies make field 
surveys frequently in order to secure in- 
formation concerning consumer accept- 
ance and use of products, standing of 
competitors, effectiveness of advertising 
and similar topics. One specialty food 
company has as part of its market re- 
search program a comprehensive annual 
consumer survey which has been valua- 
ble in revealing market trends. Even 
when a survey is not designed specifically 
to secure product information alert inter- 
viewers may pick up leads of real sig- 
nificance. A limitation of this source is 
that the typical survey is confined in 


scope to the line of products being sold. 

Field Surveys of Related Markets.—A 
frequent objective of these surveys is to 
uncover product ideas which are dissimi- 
lar from the products currently being 
sold. In the industrial market, surveys of 
this character usually require calls by ex- 
perienced and well-trained investigators 
on industries which are not now served, 
or at least on different departments of 
present customers and prospects. For 
consumer goods, the housewife continues 
to be the chief interviewee, but the ques- 
tions, of course, relate to other types of 
products. It seems certain that concerns 
which are seeking to reduce the risks of 
unsettled future markets through an in- 
tensive program of product development 
will place increasing emphasis upon sur- 
veys of this type. 

Analyses of Company Sales Experience. 
—Sales analyses provide trend informa- 
tion of the utmost value when company 
sales can be related to competitors’ sales 
in total or better still, by brand. Even 
without data on competitors’ sales, these 
analyses are still useful in revealing sharp 
downward or upward movements in sales 
of products or classes of products and 
thereby suggesting the need for further 
study. Such analyses can be made in 
many cases at moderate costs and this 
source of information has too often been 
inadequately explored. Sole attention to 
company products, inability to reveal 
causes of good or bad product sales per- 
formance, and obvious limitations in re- 
vealing unsatisfied customer desires are 
the chief weaknesses of this source of 
product ideas. 

Research Department.—Companies for- 
tunate enough to possess a research de- 
partment of adequate size and compe- 
tently staffed, find it to be an unusually 
fruitful source of product ideas. Many 
research workers possess not only active 
imaginations, but are less influenced by 
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traditions and past experiences of the 
company which sometimes limit and dis- 
tort the vision of operating executives. 
Their ideas need, however, careful ap- 
praisal in terms of company capabilities 
and market practicabilities. A few re- 
search departments now include trained 
market analysts and there is some evi- 
dence to suggest that this practice will 
spread. 

Frequently a research project designed 
to reach one objective will result in the 
discovery of an entirely different product 
which was not even contemplated. Thus, 
the idea may have its genesis as a prod- 
uct, rather than the idea leading to a 
product. 

Marketing and Production Executives. 
—These executives possess a broad un- 
derstanding of company policies and 
problems and are often charged with 
some product planning responsibilities. 
As a result, they contribute many useful 
product ideas which are reasonably well 
adapted to company capabilities. Their 
past experience is valuable if they do not 
allow particular failures or successes to 
influence thinking to an extent not justi- 
fied by the facts. At times executives’ 
knowledge of market conditions tends to 
be more intuitive than factual and, if this 
should happen to be coupled with a lack 
of sympathy for market research, sub- 
stantial sums may be spent on product 
ideas of doubtful future profitability. 

Salesmen.—Salesmen have direct con- 
tact with customers and prospects and 
occasionally submit product ideas of 
great significance. Many of their ideas, 
however, stem from difficulties in selling 
which they believe would be corrected by 
changes in design to meet somewhat 
more precisely the desires of certain 
classes of users. Furthermore, salesmen 
by their very nature are rarely scientifi- 
cally minded and may report a “‘wide- 
spread demand” on the basis of two or 


three comments. Although several re- 
search directors who were interviewed in 
collecting case studies looked askance at 
suggestions from this source, there seems 
to be little doubt that salesmen’s product 
ideas should be encouraged. Close asso- 
ciation with the market may result occa- 
sionally in some product idea of great 
profit value and this source cannot be 
neglected. 

Production Workers——These workers 
are likely to have more ideas regarding 
processes than products and their prod- 
uct ideas tend to be concentrated upon 
improvements of present products or 
changes in design which will reduce man- 
ufacturing costs, rather than ideas for 
products not being made by their com- 
pany. 

Analysis of Competitive Offerings.— 
This is an obvious source of ideas which 
can reveal weaknesses in certain of the 
products of the company or gaps in the 
line of products. By focussing attention 
upon what is being sold rather than what 
the user would like to buy, however, the 
ideas resulting may be less useful than 
those received directly from buyers and 
prospective buyers. This source by its 
very nature is limited to the particular 
class of products being handled. 

Users and Distributors —Unsolicited 
communications from users and distribu- 
tors are usually of limited value espe- 
cially for consumer products. Industrial 
users have a greater knowledge of prod- 
uct design and performance and may oc- 
casionally offer suggestions for changes 
in design of existing products or for new 
products. 

Distributors are ready enough to com- 
plain of anything which affects the profi- 
tability of handling a product but, unless 
they also conduct servicing activities, do 
not account for a significant volume of 
product ideas. Exceptions are to be found 
among certain large-scale retailing com- 
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panies which have done an excellent job 
in guiding manufacturers to better prod- 
uct design. 

Industrial Designers.—These designers 
deserve special mention in view of their 
rise to fame during the past decade. One 
of the values which a competent indus- 
trial designer has to offer is an active and 
unconventional imagination coupled with 
experience in many different types of 
products and industries. 


Methods of Stimulating Flow of Product 
Ideas 


Proper stimulation of the flow of prod- 
uct ideas from the various sources de- 
scribed above can best be secured by the 
assignment of responsibility to cempe- 
tent staff members who are freed from 
excessive pressure of other duties. In a 
number of cases, it has been found desir- 
able to assign men to an aggressive mar- 
ket search which involves many contacts 
with buyers and distributors. 

A second means of stimulating the flow 
of product ideas is to educate the com- 
pany organization concerning the vari- 
ous sources of ideas and the importance 
of thinking along product lines. The 
Walter Baker Company, subsidiary of 
General Foods, has prepared a large chart 
showing the many sources from which 
ideas may arise. This was recently pre- 
sented to the organization at a company 
meeting and since then has been dis- 
played prominently in the office. Many 
companies, of course, have employee 
suggestion systems which usually make 
some provision for encouraging product 
ideas. 

Perhaps the most difficult type of idea 
to stimulate is that for a radically new 
product. In consumer goods, one ap- 
proach is to consider the various normal 
activities of consumers and to appraise 
critically whether or not those activities 
are being conducted with a maximum of 


ease, comfort, and enjoyment. Particu- 
larly good fields to investigate are activi- 
ties which are highly repetitive in char- 
acter and therefore in the aggregate ac- 
count for a goodly share of the consum- 
ers time and energy. This approach 
naturally has its limitations during the 
present period when the supply of con- 
sumers goods must be cut drastically. 
The type of thinking involved, however, 
can prove useful in planning for products 
to be produced in future years. 


APPRAISING Propuct IDEAS 


Effective appraisal of product ideas re- 
quires suitable organization and tech- 
niques. Because the addition of a new or 
redesigned product affects production, 
sales, finance, law and practically every 
activity of the business in greater or less 
degree, appraisal inevitably involves a 
careful review of many diverse factors. 
The following two cases are examples of 
progressive practice. 


Remington Arms Co., Inc. 


The Remington Arms Company, Inc., 
manufactures sporting firearms, shot shells, 
small arms ammunition, and targets and 
traps. Sales are made through jobbers to 
retail hardware and sporting goods dealers. 
The sales volume of approximately 
$17,000,000 in 1939 provides a measure of 
the commercial production of this company 
before it contracted for large military orders. 

The Technical Department consists of a 
Research Division with sections in chem- 
istry, physics, explosives, metallurgy, and 
mechanical engineering and a Development 
Division which conducts market studies and 
aids in the reduction of new products to 
manufacturing practice. 

The steps in appraising a product idea in 
this company are: 


(1) The steering committee of the Tech- 
nical Department reviews the idea at 
its weekly meeting. This committee is 
composed of the manager of the 
Research Division, the section heads 
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in this division, the manager of the 
Development Division and the Tech- 
nical Director. 

(2) If the idea is approved by the steering 
committee, the project report shown 
here as Exhibit 1 is prepared. Each 
subheading on this report outline must 
be treated. 

(3) The project report with its request for 
an appropriation then goes to the 
Director of Manufacturing, the Treas- 
urer and sometimes to the Sales 
Manager. If these executives approve 
the request, the project is started. 

(4) If the appropriation is exhausted be- 
fore reaching the desired objectives, 
another project report is prepared 
with a request for further funds and 
is submitted to the same type of 
review described in steps I to 3 above. 


Although the project report is the chief 
technique used for appraising product ideas 
before and during technical development 
there are two types of committees which 
must pass upon a product before it is finally 
added to the company line. The first type 
consists of the Technical Planning Commit- 
tees for each plant in the Remington organi- 
zation. Members of these committees include 
the Technical Director as chairman, the 
manager of the Development Division, the 
Production Manager and the manager of the 
particular plant concerned. The committee 
meets as needed and is, as one executive ex- 
presses it, ‘““The working tool for coordina- 
tion of development work with other depart- 
ments of the business.” 

In the second place, there are the Product 
Committees for each class of product—am- 
munition, traps and targets, and guns. These 
committees consist of the following personnel: 
Assistant General Manager, Director of 
Manufacturing, Director of Sales, Assistant 
Director of Sales, Director of Sales Promo- 
tion, Product Sales Manager, Production 
Manager, Technical Director, Manager of 
the Development Division and manager of 
the particular plant concerned. 


Walter Baker, Inc. 
Walter Baker, Inc., a subsidiary of 


EXHIBIT 1 
Project Report—Remincton Arms Company 


1. Statement of Problem and Present Knowledge 


2. Purpose of Proposed Work 
(a) To save money 
(b) To increase sales 
(c) To meet competition 
(d) To improve quality 
(e) To extend market 
(f) For safety considerations 
(g) Other purposes 


3. Plan of Attack on Problem 


(a) Literature search 

(b) Patent situation 

(c) Why is it timely? 

(d) Who (what departments and plants) will do the 
work? How? 

(ec) What apparatus and equipment will be needed? 
For research? To put into production? 

(f) What are alternative methods of attacking prob- 
lem and why is this one preferred? 

(g) Preferential considerations (over other projects) 


4. Costs and Savings 


(a) Cost of research work 

(b) Cost of applying results to production 

(c) Savings anticipated when applied to production 

(d) Effect on sales 

(e) Effect on working capital 

(f) Return on expenditure 

(g) Effect on other Remington products 

(h) Which Remington plants benefit? Suffer? How 
much? 


5. Probability of Eventual Success 


(a) How far will this appropriation take the job? 

(b) When will this work be completed? 

(c) How long required for complete reduction to 
practice? 

(d) Reasons for confidence in eventual success 


Nore: In writing up your project, definitely refer to 
each one of the above questions; for instance, refer to 
each of the headings by number and letter, #1 (a, b, c, 
etc.). There is no need to write out each item. If these 
affect your project, explain thoroughly. If there is no 
bearing on your project, do not omit but state so defi- 
nitely. 


General Foods Corporation, manufactures 
cooking chocolate, sweet chocolate, milk 
chocolate and other chocolate products. The 
chief executive is the President and General 
Manager. Reporting to him are the General 
Sales Manager and other major executives. 
Under the General Sales Manager are prod- 
uct sales managers in charge of each of the 
major product lines. 
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EXHIBIT 2 


New Propuct APPRAISAL AND DEVELOPMENT 


OurTLINE* 
Walter Baker, Inc. 


I. New Product Preliminary Appraisal 
SUMMARY 
Product Manager to be responsible for preparation of 
Appraisal. 
The Preliminary Outline on Section I is to be re- 
viewed by General Sales Manager and General Man- 


ager for approval of further work. 
Consumer: 


I, 


Value of Product to Consumer 


Price and cost to use 
New uses 


Number of servings 
Competitive compari- 
son—product, pack- 
age, price 
Ingredient saving 
Special advantages over competititve 
products 


Size of package 


. Convenience 


Number of uses 
Ready to use 
Adaptability 


Labor saving 
Household need 


3. Appeal 

Name Name prestige 

Taste or odor Package 

Color Recipes 

Form Essential product 
Market: 

Size Channels of distribu- 

tion 
Competition Demand 


Merchandising: 


Existing competitive methods and/or improve- 
ments, and/or proposed methods 

Packaging 

Pricing 

Consumer promotion 

Wholesaler and retailer promotion 

Sampling 

Sales work 


General Development Objectives: 


Research 

Estimated gross margins 

Production 

Adaptation Walter Baker and/or General Foods 


* Only the first section of the outline is included here. 
The titles of the other sections are II Product Develop- 
ment; III Product and Market Investigation; IV Rec- 
ommendation to Management—Market Test; V Upon 
Approval of New Product; VI Final Appraisal Based on 
Results of Market Test. 


Ideas for new products are handled as 
follows: 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


An exposition of the idea written by 
the originator is given to the product 
sales manager in whose division it 
logically belongs and who will ulti- 
mately become responsible for sales 
and profits if the product is developed 
and added to the line. 

The product sales manager prepares a 
preliminary appraisal of the product 
following the outline shown here as 
Exhibit 2. As may be seen from this 
outline, the major topics to be con- 
sidered in appraising the product are 
the consumer, the market, merchan- 
dising problems and general objectives 
of development. 

The preliminary appraisal report is 
reviewed by the General Sales Man- 
ager and the General Manager. 

If the product appears to have pos- 
sibilities, the General Sales Manager 
assisted by the product sales manager 
and working with other departments 
prepares a detailed cost estimate of the 
necessary product development ac- 
tivities. This report follows Section II 
(not shown) in the New Product 
Appraisal and Development Outline 
which the company has prepared to 
guide its development work. 

The cost estimates and preliminary 
product appraisal are summarized by 
the General Sales Manager with re- 
quests for approval of such market 
tests or surveys as are thought neces- 
sary. If a market test is recommended, 
the product sales manager prepares 
for the General Sales Manager a 
complete plan with an estimate of all 
costs and a forecast of sales and 
profits. 

The General Manager reviews these 
reports and recommendations and 
makes his decision. If the decision 1s 
favorable, the various steps required 
in conducting a test are authorized. 
After a market test has been con- 
ducted, the product sales manager pre- 
pares a final appraisal for the General 
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Sales Manager who in turn submits it 
to the General Manager for final 
approval. 


Although the organization and tech- 
niques used in appraising product ideas 
naturally differ somewhat for these two 
companies and also for the other com- 
panies studied, there are certain common 
characteristics present which merit brief 
analysis. 


Appraisal of Product Idea Is Fundamen- 
tally Complex 


In view of the wide range of factors 
which must be considered no single indi- 
vidual can make a fully sound appraisal 
and it is necessary to focus on the prob- 
lem seasoned executive judgment from 
each department which would be af- 
fected. In Remington Arms Company 
this is accomplished by a project report 
used in connection with a series of com- 
mittees. In Walter Baker, Inc., careful 
studies are prepared by the executives 
who later would be held responsible for 
sales and profits, and the results of these 
studies are reviewed by top executives. 


Outlines and Check-Lists Are Useful Tools 


In both of these concerns and in cer- 
tain other companies,’ outlines or check- 
lists are used which contain all points to 
be considered in appraising a product 
idea. This technique must be tailored to 
fit the needs of the individual company, 
but when properly designed and used 
consistently and intelligently, it has 
proved to be of distinct value. It hardly 
need be pointed out that a check-list or 


* The Manager of the Pioneer Products Section of 
General Electric Company, located at Bridgeport, Con- 
necticut, has prepared a rather complete check-list (17 
pp.) to be used by investigators in analyzing new prod- 
ucts. The major divisions of the check-list are Conclu- 
sions, History, Product Characteristics, Patent and 
License Situation, Effect on Other Products and Rela- 


tionships, Market, Marketing, and Costs and Profit 
Potentialities, 


any other similar technique cannot be ef- 
fective if management is unwilling or un- 
able to make proper use of it. 


Weak Links Should Be Studied First 


Although effective appraisal of prod- 
uct ideas inevitably makes demands on 
the time of executives, the process can be 
so organized as to reduce fruitless discus- 
sion and study to the minimum. Just as 
the strength of a chain is governed by its 
weakest link, so the potential profitabil- 
ity of a new product is limited, if in some 
particular or other it is unsuitable. 

There is an opportunity, therefore, to 
organize a quick survey which will per- 
mit executives to consider briefly all of 
the significant factors and to segregate 
those which appear as possible weak 
links. By studying these questionable 
factors to the “bitter end,” as one devel- 
opment executive puts it, many ideas 
may be rejected without spending money 
and executive time in study and discus- 
sion of other factors which are not in this 
instance critical. If these potential weak 
links are found to be satisfactory after 
examination, then the remaining factors 
have to be studied, some perhaps in great 
detail, before it becomes possible to 
reach a final decision. 

The scope and intensiveness of the ap- 
praisal process necessary in a particular 
instance varies roughly in inverse pro- 
portion to the closeness with which the 
product idea makes use of the company’s 
strengths and avoids its weaknesses. If a 
confectionery manufacturer were to con- 
sider adding a new chocolate confection- 
ery item, there could be little question as 
to his ability to make and sell the prod- 
uct and the process of appraisal might be 
simple. On the other hand, if this manu- 
facturer were to think of adding a drug 
product he would have many factors to 
study intensively before deciding to pro- 
ceed. 








48 


THE JOURNAL OF MARKETING 





Control Is Necessary During Development 
Process 


No matter how carefully the prelimi- 
nary appraisal is made, there should be 
some means of control through periodic 
review and reappraisal during the devel- 
opment process. At times the wisest pol- 
icy may well be to abandon the project 
even though substantial funds have been 
expended. Among the reasons which 
might lead to such a decision would be a 


decline in demand for the class of prod- 
uct, lowered price levels, restrictions in 
materials or sharp rises in material prices 
and significantly improved design of 
competitors’ products. This type of pe- 
riodic review is particularly vital for 
companies which are conducting long- 
run development programs as insurance 
against unsettled conditions in future 
markets. 














COMMERCIAL RESEARCH FOR POST 
WAR ACTIVITIES 


DONALD R. G. COWAN 
Republic Steel Corporation, Cleveland 


Eprror’s Note: Jn times of stress one is likely to for- 
get long-range problems. Dr. Cowan's paper is a timely 
reminder to marketing men that they must plan well for the 
post-war world even as they struggle to win the war today. 


ost of us are like Nelson when he 
fought the Spaniards. We have our 
telescope in front of our glass eye because 
we are fearful of gazing beyond present 
business activity into the post-war future. 
It is a human thing to do if we have no 
range finder or our rudder has been dam- 
aged or shot away. But I submit that 
through commercial research it is possi- 
ble to steer our business enterprises with 
greater assurance and to focus our man- 
agerial gunnery on our post-war problems 
with more telling effect than if we do 
without this modern business aid. 
There are at least six avenues in which 
commercial research may be employed in 
planning to meet post-war conditions: 


(1) To measure 
capacity. 

(2) To obtain guidance from the experi- 
ences of the recent post-war period. 

(3) To study probable industrial outlets 
for our products. 

(4) To develop new products and know 
the probable markets for them. 

(5) To reduce marketing expenses and 
increase marketing efficiency. 

(6) To gain a knowledge of probable post- 
war economic and social conditions 
and their effect on marketing. 


post-war productive 


I shall discuss briefly each of these re- 


search steps in order to show its impor- 
tance. 


I 


Each industrial concern should begin 
now to apply a measuring stick to our 


probable productive capacity in order to 
comprehend the post-war potential sup- 
plies of goods. That this is going to be 
very large—larger than after World War 
I for many industries—is apparent from 
the following facts: 


A. The increased mechanization of war, 
necessitates great expansion of heavy 
manufactures—airplanes, tanks, guns, 
trucks and, for their production, new 
plants, machine tools, warehouses and 
workers’ homes. 

B. The extent of this expansion, is sug- 
gested by these facts: As of Sept. 1941, 
this country’s defense needs were esti- 
mated at $563 billion, of which we had 
spent $93 billion by August 31. The 
most recent U. S. estimate is $215 
billion. In the first World War, our total 
expenditures were $39 billion. Great 
Britain’s expenditures are more than 
150 per cent higher than her peak 
spending in World War I. 

Germany spent $40 billions in the first 
two years, or 80 per cent of her total 
World War I expenditures. 


The impact of the war program is 
being felt in many industries and espe- 
cially in the metals. Steel, aluminum, 
magnesium and less known metals have 
undergone vast expansion programs. 

How much capacity is similar expan- 
sion going to leave in your firm as a chal- 
lenge to you to find markets? Every com- 
pany should have a board of strategy to 
study the possibilities of conversion of 
war time plants to peace time use. 


II 


After giving attention to your produc- 
tive capacities, the next step is to exam- 
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ine the period after World War I in order 
to see what happened to your own and 
similar industries. Here is a resume of 
what in general happened at that time: 


A. After World War I, business expanded 
24 per cent from March, Ig919 to 
January, 1920. 

(1) Building permits were $13 billion in 
1919, or three times their 1918 
value. 

(2) Durable goods and autos had a 
sharp recovery to make up for 
previous curtailments. 

(3) A further rise in shipbuilding took 
place. 

(4) Railroad freight car production 
was 30 per cent above 1918. 

(5) Textile output increased, because 
of high wages and fear of further 
price increases. 

(6) Exports were 30 per cent higher in 
value, 20 per cent higher physi- 
cally. 

(7) Inventories of manufactured goods 
were 6 per cent higher (physically) 
at year end IgI9g. 

B. A slump developed in 1920 because of: 
(1) Over-production and _ inventory 

accumulation. 

(2) Credit over-expansion and specu- 
lation. 


Some companies failed financially be- 
cause of the false sense of security, use of 
excess capacities and building up of in- 
ventories from over-production. The 
slump continued to affect some indus- 
tries during the 1920’s; but most indus- 
tries recovered fully and expanded 
during the decade 1920-1930. The larg- 
est producer of war explosives was one 
illustration. This manufacturer promptly 
and methodically set about to make new 
peace-time products of chemistry and 
grew steadily during that decade. A simi- 
lar buoyant business period might im- 
mediately follow World War II and be 
sustained, if we avoid over-expansion of 
credit and speculation. 


By studying what happened to your 
own industry during the period 1919- 
1929, confidence may be gained and 
guidance may be obtained in making 
present plans for the future. Since the 
new post-war pattern will differ because 
of new industries and the changed im- 
portance of others, the next step will be 
to study the current and probable trends 
in individual industries of the present. 


III 


Research in the growth of different in- 
dustries likely to take a firm’s output in 
the post-war period i is important in plan- 
ning and equipping the factories now be- 
ing built, so that readaptation to peace- 
time output may be economically carried 
out at some future date. Although each 
firm will need to study the trends in a 
different group of industries, the follow- 
ing list suggests the possibilities: 


A. Aviation, to meet the great demand for 
planes as result of the great number of 
trained pilots and possible lower costs 
of plane building through assembly 
line production. 

B. Shipbuilding, to replenish the huge 
ocean shipping losses of Great Britain 
and other belligerents. 

C. Construction, including the rebuilding 
of slum areas, the replenishing of 
metropolitan areas to take care of the 
general outward movement of popula- 
lation from the centers of daily work, 
and new residential areas and trans- 
portation facilities. 

D. Railroads, replacement of worn out 
locomotives and other railroad equip- 
ment, now postponed and also made 
more necessary by the war _ pro- 
gram, and the development of lighter 
railroad steels, and of streamlined 
terminals and stations. 

E. Farming, including farm home modern- 
ization, replacement and repair of 
other farm buildings, refencing of fields 
and more economical farm machinery. 
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F. Plastics, the extent of their permanent 
replacement of other materials, as well 
as new uses. 

G. Television, for use in homes, industry 
and communications. 

H. Home appliances, both new and im- 
provements in old. 

I. Substitutes, especially those which are 
likely to be used temporarily and 
which are likely to be used perma- 
nently. 

J. Foreign construction, including the 
probable demand for rebuilding of 
devastated cities and factories and the 
possibilities of that demand being 
made effective through foreign ex- 
change and trade. 


It will be apparent from this list that 
two sets of demand conditions should be 
taken into account, even though they are 
difficult to separate. These are: 


A. Shortages due to limitation of produc- 
tion during the war. 

B. New output due to new or improved 
products or expanded demand for old 
products. 


Regarding the first, shortages are 
likely to be of greater severity than after 
World War I. Modern war requires a tre- 
mendous shifting of effort from the pro- 
duction of civilian goods to that of arma- 
ment. In 1917 Germany’s military effort 
reached a maximum of two-thirds of the 
total national income (i.e., out-put) for 
war purposes. In contrast Germany spent 
35 per cent of its national income for 
armament in 1935, 40 per cent in 1938 
and 72 per cent today. The correspond- 
ing British percentages were 3 per cent in 
1935, 30 per cent in 1939 and 60 per cent 
today. In August, 1941, the United 
States was devoting 20 per cent of its 
factory output, 30 per cent of its durable 
goods output and 16 per cent of its na- 
tional income to the defense effort. The 
exact proportions of the war effort are 
unknown today but are, of course, much 


higher. With $215 billions as a con- 
templated war expenditure and with 
a normal annual output of $35 billions 
of durable goods, it is very clear that 
production of civilian durable goods 
will be severely curtailed. The reduction 
of output of non-defense goods and on 
the other hand, the speeding up of their 
wearing out by intense production of 
military goods will cause shortages 
greater than at the close of the first 
World War. 

Regarding the second point, it is an 
historical fact that war stimulates metal- 
lurgical improvements, and these bring 
in their wake a crop of new and improved 
products. It was not accidental that the 
period of the 1920’s and 1930’s witnessed 
great advances in living standards result- 
ing from the production of dozens of new 
and improved products at prices within 
the reach of millions of people. 

It is clear that the management of 
compaiaies, especially those likely to 
have excess plant capacities, should 
study the trends and conditions in vari- 
ous industries which may be affected 
most favorably by post-war shortages 
and by development of new products. 
Choice of those which are best adapted 
to be served may be made and plans may 
be laid for this purpose in plant con- 
struction and marketing methods. 


IV 


Besides considering the probable post- 
war business conditions and studying the 
growth of particular industries, the mar- 
ket for new and improved products 
should be analyzed. New and improved 
products, coming as the result of inven- 
tion and systematic laboratory research, 
may be tested as to their marketability 
in various ways. One method is to make 
surveys and inquiries from possible users 
and, from this, estimate the total poten- 
tial market. Possible prices which buyers 
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would be willing to pay may be investi- 
gated in somewhat the same fashion. The 
second method of testing the marketabil- 
ity of new products is to distribute sam- 
ples or descriptions and measure the 
market interest in them. A ¢hird method is 
to set up definite comparisons with prod- 
ucts now in use or with variations of the 
same new product to determine which is 
preferred, what characteristics provide 
the basis for the preference and what 
characteristics are unimportant. In the 
food industry for example, ice cream, 
cereals, meats, canned foods and the like 
have been compared on the basis of ap- 
pearance, taste, odor and touch and the 
results may be given to laboratory re- 
search men in order to bring about modi- 
fications best suited to satisfy demand. 
This method has been used to determine 
the most desirable characteristics in au- 
tomobiles, home equipment and electri- 
cal apparatus. It can be extended to 
many other durable consumer goods and 
even to a great many products and pieces 
of equipment bought by other manufac- 
turers for use in fabrication. There is no 
serious difficulty in studying market de- 
mand for the products of inventive 
minds. Prudence dictates that before at- 
tempts are made to market these new 
products by extensive and expensive 
marketing and advertising programs, 
market research should be thoroughly 
used to provide the facts necessary in 
minimizing the attendant risks. Further, 
experimental marketing in limited areas 
is very desirable before national market- 
ing programs are decided upon and un- 
dertaken. 

Today, chemists, engineers and others 
in the laboratories of many business 
corporations are being charged with the 
important task of developing new and 
improved products to utilize plant capac- 
ity after the war. In no subordinate 
way, market research should cooperate 


in this task. In fact market research may 
serve as the pathfinder for technical re- 
search in several important ways. 

First, it can determine the potential 
size of the market for a new product, 
thereby giving guidance on whether it is 
worthwhile to invest in the technical de- 
velopment of a product and, later, in 
plant facilities which will be adequate to 
supply the market but not larger than 
will be necessary for reasonable growth. 
This can be done by an analysis of vari- 
ous kinds of market data, sometimes 
adaptable from published sources such as 
Government reports, and sometimes ob- 
tained by collecting data by interview or 
mail surveys. There are very few corpo- 
rations which have not experienced at 
some time in their history, a costly plunge 
into the production of some new or im- 
proved product for which the market 
was too small or in which the customer 
interest had to be established at great ex- 
pense in competition with established 
products. 

Second, market research may give 
guidance as to what parts of a market 
may be entered most profitably and en- 
able the technician to build the most 
suitable product for this purpose, for the 
market for any product is really a group 
of markets, some larger than others. For 
instance, a § cent cleanser will sell in 
very large quantities to the mass market, 
comprising the low income groups. A Io- 
cent cleanser will sell mainly to higher in- 
come groups, which because of their 
smaller numbers, will provide less than 
one-quarter of the volume of the 5-cent 
cleanser. In other words, it makes a very 
important difference in volume, as well as 
in plant size, promotional methods and 
advertising media, whether the decision 
is to develop a high-quality, high-priced 
product, or a product to be sold to the 
mass market. Market research can help 
in making a choice of markets and pro- 
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vide much information about the require- 
ments of the chosen market, which in the 
long run may spell the difference be- 
tween large profits and large losses. 
When an official decision is made as to 
which market to enter, the laboratory 
may then undertake to develop the prod- 
uct to fit the market pattern, rather than 
to build an ideal product, the engineer’s 
dream, which may be marketable only at 
a loss. 

Third, the technical research man has 
the task of molding together in varying 
proportions the product characteristics 
which people like and dislike. Of course, 
he wants to minimize the undesirable 
characteristics and maximize the others 
within the limits of a cost ceiling, but he 
cannot do so without being informed re- 
garding the strength of buyers’ prefer- 
ences. For a consumer product, market 
research can measure the acceptability of 
a product’s appearance, touch, taste, 
odor and sound, if its characteristics af- 
fect all or some of the corresponding 
senses. Furthermore, it can rank these 
characteristics according to their impor- 
tance. Similarly, it can measure the ac- 
ceptability of an industrial product in re- 
gard to quality of materials, perform- 
ance in use, economy in use, as well as on 
aesthetic and emotional bases where 
these are of importance. 

The fundamental principle is to obtain 
actual or potential buyers’ comparisons; 
but the method of doing so will vary with 
the product. Two samples of food can be 
served to a representative number of 
consumers, their choice can be obtained, 
and the reasons for their preferences can 
be tabulated, thereby determining how 
and the extent to which they reacted to 
the products’ characteristics. It would be 
impractical to provide a number of peo- 
ple with two automobiles for compara- 
tive purposes, but by the use of pictures 
and drawings, preferences are measured, 


even regarding such details as bumpers, 
windshield wipers and lights. Similarly, 
the opinions of users of industrial prod- 
ucts, machines, metals and chemicals can 
be collected and analyzed. 

All around us there are opportunities 
for obtaining comparisons of products 
used in homes, offices and factories and 
the cost of obtaining this valuable infor- 
mation is usually very small. The method 
is applicable not only to old and new 
products, but to products in different 
stages of development. The elimination 
of product “frills” which the laboratory 
may like but the public may not care to 
pay for, may alone cover the market re- 
search cost. Willingness to pay for “ex- 
tras’”’ may be measured. Moreover these 
product studies enable production and 
selling divisions to get together on a 
common ground of understanding in pro- 
ducing for the market. The same desira- 
ble characteristics which the skillful 
chemist strives to build into his product, 
provide the themes for selling and adver- 
tising appeals. 

Fourth, there is a new and practically 
undeveloped field of market analysis in 
relation to production processes. For ex- 
ample, the results of industrial products 
in use can be related directly to chemical 
and other factors entering into the mak- 
ing of steel, aluminum and the like, and 
based on statistical measurements of the 
tendencies inherent in numerous obser- 
vations, corrective controls can be estab- 
lished. Similarly the inter-relationship of 
prices and production costs can be more 
clearly defined. 

In almost every manufacturing con- 
cern today, a senior executive has the op- 
portunity to perform a most important 
service for the future well-being of his 
organization by bringing technical and 
market research into closer contact and 
understanding, possibly through com- 
mittee organization, so that the latter 
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may make its four fold contributions as 
the pathfinder for technical research. 


V 


In addition to the study of post-war 
business conditions, industrial growth 
and market preferences for new and im- 
proved products, some concerns may 
give attention to the possibility of ex- 
panding their sales by reducing costs and 
prices. American industry has gone 
through a long period in which increased 
productive efficiency has _ provided 
cheaper, more varied products and larger 
incomes to buy them. Although this 
tendency is still inherent in plant opera- 
tions, despite temporary setbacks during 
war activities, there remains for at- 
tention that important part of the con- 
sumer’s dollar which pays for the mar- 
keting of products, estimated to be about 
s9 cents. The individual concern which 
can pass along savings in marketing ex- 
penses to its customers in the form of 
lower price will benefit through a rela- 
tively larger volume of sales and plant 
utilization after this emergency has 
passed. 

Where these savings and improve- 
ments in marketing can take place is a 
subject for market research in each busi- 
ness organization. It is known that ap- 
proximately two-thirds of the customers 
of many manufacturing and wholesaling 
concerns buy less than one-third of their 
output but account for a much larger 
proportion of their selling expenses. The 
losses incurred in some industries through 
lack of knowledge of this fact are aver- 
aged into their general costs upon which 
prices are competitively established. 
Careful selection of customers and proper 
allocations of marketing effort may often 
reduce selling expenses. In consumer in- 
dustries, lowered costs enable expanded 
sales volume to take place through re- 
duced prices. The study of the best out- 


lets for particular products would elimi- 
nate some costly haphazard selling. Con- 
sideration of whether a product should 
be marketed by itself or as one of a group 
is also important in endeavoring to re- 
duce marketing costs. Reduced market- 
ing costs are just as important as reduced 
factory costs in making possible lower 
prices and expanded sales volume of 
goods having an elastic demand respon- 
sive to price changes. 

It should be borne in mind that the 
great masses of people are in the low in- 
come brackets and if the prices of luxury 
goods now sold mainly to the small high 
income market can be reduced, their 
sales volume to the huge mass market 
can be multiplied many fold. Similarly 
the marginal buyers of industrial goods 
can be induced to buy larger quantities. 
Analysis of selling and advertising meth- 
ods may enable the choice of those which 
will accomplish a given task with least 
expense. 

A further difficult, but logical step 
would be market experimentation with 
prices at different levels, for the purpose 
of determining how much each lowered 
price may expand sales volume of con- 
sumer goods. When this is matched with 
the economies of larger plant output, the 
point of maximum total profit may be 
more clearly indicated. It is clear, there- 
fore, that market research to determine 
less expensive and more effective ways 
of distributing goods of all kinds may 
help considerably to increase volume of 
output and to utilize post war plant 
capacity. 


VI 


Notwithstanding the importance of 
the foregoing studies, the individual cor- 
poration must continue to realize that 
markets are people. Whether it sells di- 
rectly to people or indirectly through 
later-stage processors and distributors, it 
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cannot afford to neglect to study the 
trends in population, purchasing power 
and buying habits, especially as they re- 
late to post-war activities. Here are some 
illustrative facts: 


reflected in the luxuries of life, such as 


food and clothing. 


. Middle-class buying is going to be more 


severely restricted because there is not 
much left to tax in the upper income 
brackets. Between 1934 and 1938 in- 


A. The U. S. population grew from comes under $5,000 accounted for 89 
100,000,000 in I9I§ to 130,000,000 in per cent of the total returns, $9 per 
1940 or 30 per cent and is growing more cent of the taxable income and 7 per 
slowly each year. Barring increased cent of the income taxes. This will be 
immigration, population growth can- raised under the new tax proposals. 
not be expected to provide a sudden Similarly the share borne by the 
expansion of our markets. $19,000-$25,000 income group will be 

B. The physical output of industry has raised. A sales tax affecting purchases 
increased 40 per cent in the same of all consumer classes is under con- 
period, thereby increasing the income sideration. 
and the material well being of the These taxes will fall much more 
average individual. heavily on these middle income groups 

C. Durable 1 transportation because their incomes are mainly stable 
accou’ gly large share salaries and have not risen like labor 
of fa. “xpansion of income. Where this may lead is indi- 
the durav.. _ ends very cated by the fact that if the British 
much on their cne whether income tax were raised to make in- 
incomes will increase . improv- comes over $4,000 impossible, less than 
ing efficiency of labor, tic.uom of efi- $400,000,000 additional taxes would be 
terprise, invention and research. collected. 

D. The average age of the population, now Naturally the middle class purchas- 
slightly more than twenty-nine years, ing will become more like that of the 
is increasing because of the declining labor class, with quality and frills giv- 
birth rate. This is likely to shift de- ing way to staple articles which are 
mand towards goods which provide mass-produced, mass-marketed, and 
comfort, conveniences and conserva- mass-advertised. These same classes 
tive styles. will be the main source of Victory 

E. Taxation and inflation will reduce the loans, but with inflation and devalua- 


spendable incomes of both factory and 
white collar workers. Already our total 
per capita taxes, municipal, state and 
federal combined, are as high as those 
of England. These will be much higher. 
In World War I all belligerents spent 
$276 billions. Of this total the British 
and United States spent $66 billions 
and $39 billions respectively and the 
total allied expenditures were $199 
billions. Because this country will bear 
a larger share of this war’s cost—it 
having already planned to spend $215 
billions—taxes will obviously reduce 


tion as ultimate probabilities, their re- 
paid dollars will not buy as much. 

In general, these tendencies indicate 
severe competition, relatively greater 
expansion of durable goods, emphasis 
on comfort in consumer products and 
economy in both producer and con- 
sumer goods of all kinds. The individ- 
ual firm should study these trends in 
order to adapt itself to them in the post 
war period. 


Vill 








Six related avenues of commercial re- 
search in preparation for post war activi- 
ties have been indicated. They are aimed 


the average man’s spending power. 
This is especially applicable to the 
purchase of luxuries and also will be 
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at answering the following questions for 
management. 


(1) 


(2) 


(3) 


(4) 


(5) 





How much capacity will war time out- 
put leave in your firm as challenge for 
you to find markets? 

What happened to the output of your 
firm or industry at the end of the 
World War in 1918? 

What industries are likely to buy your 
industrial goods after World War II 
to replenish shortages and to manu- 
facture new products? 

What new products can your firm 
produce and market with satisfactory 
response from buyers and profit for 
your efforts? 

How can selling and advertising effort 
be made more effective, thereby reduc- 
ing these expenses and increasing sales 
through lower prices? 


(6) How may changes in population, pur- 
chasing power and buying habits 
under post-war stringent income con- 
ditions affect output of your firm and 
the processors and distributors han- 
dling your products? 


Management may employ commercial 
research to aid it in answering these and 
related questions so vital in the progress 
of post-war business. May we, as business 
statesmen, use these research tools to put 
our house in order and thereby provide, 
through free enterprise and virile leader- 
ship, an efficient business system and a 
standard of living beyond the ability of 
state planners and socialists to emulate 
in the post-war period. 
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THE CHAIN-INDEPENDENT CONTROVERSY 
“RALPH CASSADY, JR. 


University of California, Los Angeles 


Y ORIGINAL PLAN of presentation of this 
M rejoinder to the criticism! of my Journal 
article? was frankly to admit of certain dere- 
lictions at the outset and subsequently to 
point out the several important errors of fact 
and interpretation made by Mr. Lazo. This 
plan, however, was not as practicable as it 
first appeared to be since even in places 
where I was inclined to cry ‘“Touché!’, 
errors appeared in the criticism which re- 
quired clarification. For example, my use of 
the Goodyear-Sears price data perhaps was 
unfortunate because of the charge of dis- 
criminatory treatment by Goodyear of Sears 
over the former’s own dealers. But some 
qualifications should accompany Mr. Lazo’s 
statement that discriminations were so pro- 
nounced that the F.T.C. took action under its 
general powers. For one thing, the discrim- 
inations which he claims “ranged from 32 to 

3%” in a number of lines were of much 
smaller magnitude when differences in selling 
costs were taken into account; even less 
when computed for the total of all lines on an 
adjusted net profit basis. For another, we 
should bear in mind that when tried on its 
merits in the courts, the case went against 
the Commission on the grounds that the dis- 
criminations which existed were not un- 


reasonable in the light of the then existing 
law.! 


1 Lazo, Hector, “Independents, Chains and the Pub- 
lic Welfare,” THE JOURNAL OF MARKETING, Vol. VI #3, 
Jan. 1942, pp. 267-273. 

? Cassady, Ralph Jr., “The Integrated Marketing 
Institution and Public Welfare,” THE JOURNAL OF MAR- 
KETING, Vol. VI #3, Jan. 1942, pp. 252-266. 

* George, Edwin B., Federal Trade Commission De- 
cision in the Goodyear Case, p. 8. 

* Goodyear Tire and Rubber Co., vs. Federal Trade 


On this matter of exacting discriminatory 
prices, incidentally, one should not labor 
under the delusion that the large chains have 
been alone in this. As Mr. Lazo well knows, 
independents in a number of instances have 
been found guilty of receiving discriminatory 
discounts also.§ As a matter of fact the volun- 
tary chains themselves are not in the clear in 
this regard either.® ‘Since the Robinson Pat- 
man Act was passed largely at the instance of 
independent retailers and wholesalers and 
for the purpose of handicapping the chain 
systems in their buying activities, this seems 
not unlike the case in which a trap that was 
set to catch a wolf actually ensnared the 
family dog.’’? 

The other point of major vulnerability in 
my paper was my apparent stupidity in 
utilizing Federal Trade Commission findings 
in the face of my own charge of unrepresenta- 
tiveness of the basic sample. While I must 
admit some vulnerability in this regard, the 
situation is not quite as bad as it might seem 
at first glance. To illustrate: the soundness 
of the F.T.C. wage data may be impaired if 
mailed questionnaires are not returned by 
small concerns, since presumably small in- 
efficient concerns pay lowest wages and their 





Commission, 101F (2nd) 620 (1939). Cert. den. Federal 
Trade Comm. vs. Goodyear Tire and Rubber Co. 308 
U.S. 557 (1939). 

5 Biddle Purchasing Company vs. Federal Trade 
Commission, 96F (2nd) 687 (1938). Cert. den. 305 U.S. 
634 (1938). Oliver Brothers vs. Federal Trade Commis- 
sion, 102F (2nd) 763 (1939). Webb-Crawford, et al. vs. 
Federal Trade Commission, 109F (2nd) 268 (1940). 

* United States of America Before Federal Trade 
Commission in the Matter of Modern Marketing Serv- 
ice, Inc., Red and White Corporation, et al., Complaint, 
Docket #3783. 

7 Alexander, R. S., et al. “Marketing,” 1940, p. 638. 
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exclusion produces a bias in favor of the 
independents. In the case of rental figures, on 
the other hand, the utilization of material 
from such a sample is not particularly dan- 
gerous since such a bias would only accentu- 
ate an existing differential in favor of the 
chains. And as a matter of fact, many of my 
F.T.C. citations had no reference to data as 
such at all, but had to do only with the Com- 
mission’s general observations, such for ex- 
ample as its findings regarding an absence 
of evidence of monopoly in the chain store 
field. So much for my own errors. 

Those who read my paper will recall that I 
made comparisons of net profits between 
certain industries on a basis of tangible net 
worth. Mr. Lazo finds this “a new one” on 
him, and argues that while he could under- 
stand profits expressed in terms of invest- 
ment, “‘the ratio of profits to ‘tangible assets’ 
obviously is a very different thing than a 
ratio of profits to invested capital.” This 
reveals a great deal of confusion since at no 
time did I express profits in terms of assets. 
As every elementary accounting student 
knows, assets and net worth are entirely 
different things, net worth in essence being 
the excess of assets over liabilities. For Mr. 
Lazo’s information, net worth is an invest- 
ment figure and is so utilized by the Securi- 
ties and Exchange Commission in expressing 
the degree of profitability of business enter- 
prises.® 

While seeming to argue at times that chain 
prices are not lower, Mr. Lazo views low 
prices with alarm and drives his point home 
by a sort of reductio ad absurdum proposition: 
“If the philosophy of low prices and a low- 
price economy were the summum bonum of 
public welfare, we in the United States 
should have had the greatest boom in the 
history of the country . . . between 1931 and 
1941.” In his analysis, Mr. Lazo confuses two 
entirely different things—the general price 
level and the chain-independent price differ- 
ential. The best way of demonstrating the 
completely different nature of the two phe- 
nomena is to observe that while independent- 


§ Paton, W. A., Ed., Accountant’s Handbook, 2nd 
ed., 1934, p. 72. 
* Cassady, op. cit., n. $3, p. 263. 


chain differentials obtained in Mr. Lazo’s 
depression years, they also obtained in the 
1920’s; in short, such differentials are quite 
independent of cyclical conditions. Incident- 
ally ‘‘the tragedy of the American farmer” 
was not a resultant of low prices per se but of 
a change from high prices which had pro- 
duced a top-heavy debt structure. As a 
matter of actual fact the relatively low retail 
prices set by chains improve the farmer’s 
position since to the extent that he buys 
through them his real income is increased. 

Likewise, Mr. Lazo seems alarmed at con- 
centrations in the hands of a few large com- 
panies, particularly in certain areas. Thus: 
The Safeway Stores, Inc., of California, 
says he, “while doing less than 5% of the 
national business ... actually do more than 
40% of all the food business in the State of 
California.” [Italics his.] This is indeed diff- 
cult to accept since admittedly Safeway is 
not without competition from other chain 
concerns in that area and since according to 
the census figures the 1939 food volume of a// 
food chains in California was only 39.6%!!° 

Mr. Lazo has taken my estimate of the 
annual savings extended consumers by 
chains, has applied this to a 40 to 45 billion 
dollar retail sales figure and emerges, a little 
disdainfully one infers, with a 2 to 23% 
savings on each sales dollar. This is hardly 
cricket since one should express the savings 
not in terms of the total business done by the 
total retail system but in terms of business 
done through chains. Applying the chain’s 
approximately 22% to Mr. Lazo’s 40 to 45 
billion dollar figure, the chain’s share is, 
roughly, between 9 and 10 billions, hence the 
billion dollar chain savings is not 2 to 23% 
but something in excess of 10%! 

As to Mr. Lazo’s being “‘surprised”’ at a 
statement concerning the constitutionality 
of the Utah “‘freezing”’ provision, two things 
can be said: (1) My authority for the opinion 
as to the provision’s invalidity as I clearly 
pointed out was Utah’s attorney general, and 
(2) the question of invalidity does not arise 
so much out of a limitation of the state’s 
power to circumscribe inimical institutions 


1° Census of Business—Retail Trade: 1939, Types of 
Operation, p. 14. 
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as it does from the method employed by the 
state in affecting such circumscription. The 
point is that the classification for tax pur- 
poses employed in the “‘freezing”’ section of 
Utah’s bill is of a type which might well be 
declared arbitrary, hence void. 

This leaves only three main points still to 
be considered: (1) The challenge issued by 
Mr. Lazo; (2) the importance of purchasing 
allowances; and, (3) what constitutes public 
welfare. As to the first: Lazo “defies anyone 
to prove”’ that prices are lower in chain than 
in independent super markets. While the 
provisions he lays down are difficult if not 
impossible to achieve (comparing “‘the prices 
of 1000 chain markets with those of 1000 in- 
dependently owned super markets of the 
same type...and approximately in the 
same general range of volume of business. 
...’) there is an authoritative study which 
at least partially fulfills the conditions.” 
From this study soundly based on a B.L.S. 
market basket of food items, one learns that 
in Syracuse and Utica, New York, at least, 
old-line chain super markets undersell inde- 
pendent super markets by 5.5% and 11% re- 
spectively and that the low average in chain 
super markets is not due to drastic reduc- 
tions in a few items but that chains under- 
priced the independent concerns in 69.5% of 
the over 80 items utilized in the study! 

As to the second: Mr. Lazo seems not to be 
satisfied by my statement to the effect that 
bulk of the chain’s advantage is not found on 
the purchasing side. In fact, he presents 
purchasing allowance figures for 1934 for 


4 Phillips, Charles F., “Super Market and Chain 
Store Food Prices,” The Journal of Business of the 
University of Chicago, Vol. XII, #4, Oct. 1939, pp. 323- 
336. 


Safeway, Kroger, and A. & P. arguing that 
such allowances are “vast”; that they 
amount “‘to from 18 to 48%”’ of net profits. 
While granting Mr. Lazo’s point as to the 
substantial nature of such sums, I must hold 
to the soundness of my original contention. 
Taking the Safeway data as an example, the 
$1,663,670 allowance item while 43% of net 
profits is only .68% of the $243,000,000 of 
sales for 1934. I must insist that } of 1% 
does not account for the bulk of the differ- 
ence between chain and independent prices! 

As to the final point: Mr. Lazo in his peror- 
ation makes a plea for the “‘little fellow” 
arguing that “we need freedom of oppor- 
tunity for the small man.” We do indeed 
require freedom of opportunity. But lowering 
standards so that all may succeed is an 
entirely different matter. While advocating 
regulations ensuring fair competition prac- 
tices, I insist that the race must be to the 
swift if we are to expect progress. The protec- 
tion of the inexpert in the distribution field 
is just as unsound as the protection of the 
hand weavers against machine methods 
would have been a century and a half ago. 
When the pace is reduced to that of the 
slowest, it may momentarily aid the “poor” 
individuals who could not keep up with the 
procession, but it raises hob with the welfare 
of society as a whole. Thinking with our 
hearts in such matters avails us little. Mr. 
Lazo accomplishes much for society as well 
as for the individual when by means of 
education and organization he aids independ- 
ents in rising to higher levels of economic 
efficiency. He accomplishes little for the in- 
dividual and nothing for society when by 
means of legislative restrictions he reduces 
the efficiency levels of the pacemakers. 


ARITHMETIC FOR SALES MANAGEMENT 


FRANK W. 


ARKETING AND SALES MANAGEMENT must 
organize and control two separate and 
distinct phases of selling activity: (1) da/- 
anced coverage and (2) planned selling tech- 
nique. 
Balanced coverage—direct sales coverage 


HANKINS 


on profitable prospects, spending sales 
time and sales promotion expense in direct 
proportion to the prospective business. 2. 
Selling technique includes the creation of 
sales devices so that the process of selling 
becomes smoother, faster, easier and more 
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convincing. In this phase we have 


(a) advertising to aid acceptance and pos- 
sibly for inquiry. 

(b) sales tooling and approaches for easier 
transmission and a more convincing 
presentation of ideas and, 

(c) inspirational sales leadership. 


These techniques help the salesman de- 
termine what he does—as he arrives where 
he should be—when he should be there, and 
includes all true selling influences. 

This study of proper sales coverage may 
be said to be the Arithmetic of Sales Manage- 
ment and is the subject of this discussion. 

To illustrate the application of this arith- 
metic, we have taken a case study of the 
condition of coverage at the time of territory 
evaluation, developed the philosophy by 
showing what was done about it, and illus- 
trated the changes by a before-and-after case 
study of another and larger territory. 

This typical case study covers the opera- 
tion of the Buffalo office territory of a firm 
selling an industrial supply item. 

The total purchases (not the orders to the 
subject company alone), of each of the 1,151 
customers and prospects were evaluated, and 
sales potentials established. For instance, 





A Study of the BUFFALO OFFICE Territory 
Analysis of Mailing List 

Unknown IS8 - Dead 156 -Active II! 

ANALYSIS OF COVERAGE 
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there were 513 firms who purchased only $25 
worth of the commodity per year each, or 
about 6% of the total potential. On these 
prospects was lavished 45% of the salesman’s 
time, effort and, therefore, definite expense. 

On the other end of the scale were 37 
purchasers who bought more than $1,000 per 
year. But the salesman spent only 3% of his 
sales time, effort, and cost on these 37 who 
represented 27% of the business. This study 
shows further that 60% of the salesman’s 
time and expense were spent in soliciting only 
10% of the available business—in contrast 
with 7% of his time spent in soliciting 50% 
of the business availabie. 

There are definite things that can be done 
about such conditions. The first step is the 
rating of each prospect by the salesman as to 
the probable yearly purchases, estimating by 
product classifications. 

Next comes the job of the market analyst 
—developing a proper yardstick closely 
related to the consumption of the product 
itself which will show how much the prospect 
should buy. Such yardsticks are the basis of 
any market study. Usually they are closely 
related to the consumption of the product. 

Having developed an evaluation from two 
different approaches, the Sales Manager and 
the Market Analyst work out a mutually 
accepted valuation of each prospect. Un- 
profitable prospects are weeded out and it is 
now possible to establish the number of calls 
warranted, and prorate the time of the sales- 
man on the basis of probable orders available 
rather than on hunch, proximity, or the 
warmth of the salesman’s reception. 

All prospects below a certain potential 
volume are placed among the “‘may grow- 
ups” on the mailing list and eliminated en- 
tirely from unprofitable personal coverage. 
Industrial mortality experience shows how- 
ever that less than one in a hundred will 
“grow-up.” 

Up to this point, we have assumed that 
both customers and prospects could logically 
be treated alike. In a supply item involving 
repeat business, it is obvious that a “habit of 
purchase” may be relied upon to aid in 
determining a justifiable ratio of sales cost to 
customer and prospective volume. In the 
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sale of capital goods, however, such as 
pumps, air compressors, valves, etc., with a 
selling price less than about $500 the picture 
is less sharp. But even here the salesman is 
always favored with certain firms from 
whom he receives—everthing else being 
equal—the lion’s share of the available busi- 
ness. These firms we may well designate as 
customers, while those firms who give him 
merely an equal opportunity—or less—to 
present the merits of his product, might well 
be designated as prospects. 

Since the object is to hold all established 
profitable business, we must first determine 
the minimum profitable yearly sales to each 
customer and set some “cut off” figure to 
avoid unprofitable sales effort. We have six 
factors, based on averages, to guide us. 

1. We find an average selling cost of an 
industrial supply item as 5%—the resultant 
of the low selling cost to a few large buyers, 
counter-balanced by higher sales costs to 
many smaller customers. We must deter- 
mine, therefore, at what point the inclusion 
of smaller and smaller customers will tip the 
scale to the average figure of 5% and net a 
profitable return. 

2. The average cost per call (salary, bonus 


CUSTOMERS 
OBJECT-Hold ali established PROFITABLE business 
6 FACTS TO GUIDE US - (Averaces) 


1. BARE SELLING COST Y item- 5% 


2. AVERAGE COST PER CALL-#4-65. Average 145° 


3. MAXIMUM ALLOWABLE EQUALS DOUBLE NORMAL 
2x 5% = 10% 


4. MINIMUM COVERAGE TO RETAIN RECOGNI 
3 CALLS PERYEAR 444 


5. MINIMUM AVERAGE COVERAGE -. COSTS 
3 x 6450 « $1350/,YEAR 


6. MINIMUM PROFITABLE YEARLY SALES 








$135° is 10% of $186° 





and expense) usually will run between $3 and 
$5 and in an organization of established 
earning power, approximately $4.50. It 
should be particularly noted, however, that only 
@ portion of total sales time can be devoted 
to planned coverage. Time must be available 
for soliciting active business arising outside 
of the planned coverage area. The per cent of 
planned coverage will range from 90% on a 
supply item down to 20% on large capital 
goods. 

Based on experience gained in forecasting 
sales volume and expense and the fact that 
in most industrial business the net profit 
often equals the direct sales expense, the 
maximum allowable sales expense should not 
be more than twice the normal for which we 
are striving—in this case two times five or 
10%. This maximum expense determines the 
“cut-off” point for profitable solicitation. 

Minimum coverage to retain recognition 
in an industrial territory subject to normal 
competitive influence is about three calls per 
year. At some points, off the beaten track, 
this might be reduced to two calls per year. 
Three calls per year constitute a good work- 
ing figure for a minimum, and we recommend 
its adoption to a firm that i is establishing it- 
self as a recognized source of supply. 

If you accept three calls per year and $4.50 
per call, we must assume a minimum yearly 
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PROSPECTS 


OBJECT :-TO SECURE THE MAXIMUM AMOUNT OF 
NEW CUSTOMERS FOR A GIVEN SALES EXPENSE 


1. Bare Selling Cost -Industrial Supplies 5% 

2. Average Cost Per Call.*4-*5.- wae! 4 
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coverage cost of $13.50, and as the maximum 
allowable sales expense on any account is 
10%, the yearly purchases must approxi- 
mate at least $135. We have thus established 
a “cut-off” point for customers. 

Having established a “cut-off” point for 
customers, we must now determine what 
that point is for prospects. 

With prospects we have the same cost fac- 
tors as with customers. T the selling cost must 
be the same, namely, 5%, and the average 
cost per call $4.50. Also the maximum allow- 
able selling cost per prospect is 10%. Cer- 
tainly, if the minimum coverage to ‘shenin 
recognition among customers is three calls 
per year, it can be no less among our pros- 
pects, and the minimum coverage cost 
remains $13.50 per year. 

But to get the business equivalent to that 
from one customer, we must call on a number 
of prospects. The question is ‘“how many”’ in 
order to obtain the same amount of business 
as from one customer? To estimate this ratio, 
we must know the approximate share of 
available business the company is already 
receiving. 

To find such a percentage, the careful 
weighing of five factors is involved, with 
particular stress given to past experience and 


PROSPECT 


WHAT FACTORS DETERMINE HOW MUCH 
A COMPANY MAY EXPECT ? 


a. Reputation 

b. Strength of Advertising 

c. Strength of Soles Plan 

d. Experience 

e. Comporative Availability of Stock 
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to proper evaluation of the strength and 
scope of the sales plan. Of extra importance 
is the lucidity by which the operating and 
economic advantages to the purchaser are 
shown, well supported by specific engineering 
features. 

Taking these factors into account, the 
management and the market analyst arrived 
at estimates of 15 to 20% or 3 as their share 
of the available business. In other words, to 
obtain the business equivalent to that of one 
existing customer, six prospects must be 
called on. Accordingly, with three calls per 
year, costing $4.50 per call, on six prospects 
per customer, we established for prospects a 
minimum profitable yearly sales volume, or 
“cut-off” point, of $800. 

Thus it appears that whole groups of cus- 
tomers and prospects purchasing less than 
the minimums indicated are unprofitable. 
For these groups you must depend on jour- 
nal and direct mail advertising. 

Classification of all prospects follows to 
determine the number of sales calls war- 
ranted per year using the “‘cut-off” points of 
$135 for customers and $800 for prospects as 
a base. 

The full story with the help of charts, 
shows your salesmen how to balance sales 
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aA 
BALANCE EFFORT WITH OPPORTUNITY 


effort with sales opportunity, and why un- 
biased evaluation of customers and pros- 
pects should out-weigh personal relations 
between the salesmen and purchasers. 

The effectiveness of sales coverage under 
this philosophy depends on the estimating 
ability of your management, marketing 
counsel and sales force. 

With this basic sales management arith- 
metic in mind, let us go from a single sales- 
man’s territory to a Distric Office, Detroit, 
and apply this philosophy and these methods 
to a reorganization of the efforts of four 
salesmen. 

The sales opportunity for this territory 
totals almost $2,000,000. Here 134 accounts 
purchasing over $5,000 accounted for over 3 
of the territory potential and for over ¢ of 
the subject company’s sales. 

Performance in each group measured by 
sales against potential was: Over $5,000 
group, 16%; $2,000-$5 ,coo— 21.5%; $1,000- 
$2,000)14.3%; less than $1,000—23%; and 
all groups—16%. 

There were 343 accounts buying less than 
$1,000. Of these 198 failed to pass the ‘‘cut- 
off” point. Further personal solicitation of 
these unprofitable accounts was dropped. 


















41,336,000 
Unsold Potential 


SALES AND OPPORTUNITY 
Cycle represents ') 164 
725 ACCOUNTS 











The remaining 145 accounts contributed 
$12,800 or 23% of the profitable potential 
and had $41,300, unsold profitable potential. 

To secure the salesmen’s cooperation, we 
asked each of them to eliminate his dead- 
wood and 180 were dropped from the mailing 
list. 

Ninety-eight accounts more were dropped 
from the list after further careful study of 
their records for profit possibilities, before 
final action was taken. This measurement of 
potential business and the elimination of the 
unprofitable accounts removed 324, leaving 
499 or slightly less than half of the original 
number of accounts on the books of the 
company. 

A “‘block’’system of coverage was worked 
out with each salesman so that each account 
received the number of calls to which their 
measured prospective business entitled them. 
The salesmen’s thoughts, prejudices and 
coverage habits were all worked into the 
pattern. 

In 1939, 134 of the 725 accounts covered 
contained 80% of the prospective volume, 
received 38% of the salesmen’s calls and pro- 
duced 79% of the 1939 sales. 

On the lower end of the scale, however, 343 
accounts contained 5% of the prospective 
business, received 25% of the salesmen’s calls 
and produced 4% of the 1939 sales. Not a 
very satisfactory picture. 
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Upon reorganization, the total covered 
was cut to 499 and the new relationship was 
that 134 accounts containing 82% of the 
total business received 51% of the 1940 calls, 
and should produce 76% of the 1940 sales. 
(The drop in sales percentage was due to 
losing two very large accounts.) 

In the lower bracket, 145 accounts, con- 
taining 3% of the total business, received 


13% of the 1940 calls, and should produce 
6.5% of the 1940 sales. Both the two inter- 
mediate classifications benefited but were 
naturally more nearly in line with past 
performances. 

It is natural to measure a salesman’s suc- 
cess by the dollar sales volume secured, not 
taking into full account the sales per unit of 
opportunity. In these times, unfortunately, 
sales are no indication of improved results, 
but the salesmen’s comparative standing in 
competition with all others stands as remark- 
able evidence of their progress. 

Any careful analysis of opportunity wil/ 
not increase one whit the effectiveness of the 
salesman’s activity at the point of sale—it 
will not make him more convincing, nor will 
it increase his keenness of perception of op- 
portunity to apply the products which you 
sell to the customer’s economic and operating 
advantage, but it will prevent heavy losses 
from misguided sales efforts. Jt wi// allocate 
your expenditure of sales time and expense 
in proportion to the available business and 
increase the effectiveness of your selling 
time. 
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classified in this section under the list of 
general headings given below. Individual 
items are designated by the number of the 
general class into which they fall and, also, 
by a serial number within the class. It is ex- 
pected that this classification will be used 
consistently in subsequent issues of THE 
jourNAL. It is hoped that this method of 
designation will lead to easy reference by our 
readers. Suggestions from them as to desira- 
ble changes will be welcomed by the editors. 


List or GENERAL HEADINGS 


1. Advertising 
Commodity Studies 
2. Industrial Marketing 
3. Marketing Farm Products 
4. Marketing Minerals 
s. Marketing Services 
6. Producers’ Marketing of Consumer 
Goods 
7. Product Analysis 
8. Consumer Studies 
g. Cost of Marketing 
10. Foreign Trade 
Functional Marketing 
11. Cooperative Marketing 
12, Credit—Mercantile and retail 
13. Retailing 
14. Transportation 
15. Warehousing 
16, Wholesaling 
Government and Marketing 
17. Federal, state, local regulation 
18. Taxation 
19. Marketing Theory 
20, Prices and Price Policies 
Statistics 
21. General Market Statistics 
22. Market Area Studies 


24. Miscellaneous 
25. War and Marketing Policy 


1. ADVERTISING 


1.1 Life’s Continuing Study of Magazine 
Audiences. New York: Time, Inc., 
Report No. 5, October 1, 1941. 43 pp. 

Report No. § of this continuing study cov- 
ers the period from September, 1940, to Au- 
gust, 1941. The analysis has been expanded 
by adding to the tables in the previous re- 
ports the following: Audiences by Education 

Level, with cross-tabulations by economic 

level and by age, Mail Audiences by Occupa- 

tion (Excluding Students), and Audiences by 

Type-of-County Groups. The table on city- 

size groups that appeared in the previous re- 

port has been cross-tabulated by type-of- 
county. The table on Audience Accumula- 

tion has been omitted from Report No. 5. 

Several modifications in methods have 
been introduced. About one-fourth of the 

16,015 interviews were made by a simplified 

technique that required the interviewer to 

examine only each separate story in the mag- 
azine, which, regardless of its length, is 
termed an “item,” instead of compelling him 
to scrutinize each and every page of an issue. 
To take account of the fact that cities of the 
same size can be completely different in their 
marketing characteristics and that “strictly 
rural interviews are made in proper relation 
to buying centers—not too near and not too 
far away,” an improved sampling procedure, 
in which a market area principle has been 
superimposed on the usual sample allocation 
by size of city, has been applied to the entire 
sample. Seven county groups, based on the 
population of the central cities and/or on to- 
tal population of the metropolitan area, or 
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market area, are used. For example, in the 
first of the seven county-groups are the 44 
counties comprising the country’s seven 
largest metropolitan districts; in the second 
group are the next 27 largest metropolitan 
areas with central cities of over 250,000 per- 
sons but total population under 2,000,000, 
and so on. 

“There appears to be some evidence of 
trends in the changes shown in the current 
report. Only one of the audiences shows an 
increase. Two of them show marked declines. 
These three changes are large enough to be 
outside the realm of statistical error due to 
sample size, because both the previous sam- 
ple and this one contain over 16,000 inter- 
views.” All four magazines showed declines 
in readers per copy. ‘““There is room for con- 
jecture, as mentioned at the beginning of 
this report, as to whether the decline is en- 
tirely a real one or whether some of the miss- 
ing readers per copy are segregated in army 
camps where the interviewers cannot reach 
them. 

“Tt was possible, theoretically, that the 
changes might also have been caused by 
three other factors: (1) by the sample adjust- 
ments required in changing over to the 1940 
Census base, or (2) perhaps by the new meth- 
od of allocating the sample according to the 
metropolitan, suburban, and rural composi- 
tion of each county, or (3) perhaps by failure 
to increase the economic scale in the sample 
as fast as standards of living in the U. S. 
have increased. 

“Experimental weighting of the current 
figures showed that explanation No. 1 did 
not fit the facts, that in the case of No. 2 the 
new method did tend to lower all the audience 
figures, but in no case by more than three- 
quarters of one percentage point. The new 
allocation method is so much more precise, 
in arriving at a truly representative sample, 
that the committee feels confident that the 
published figures are more accurate than the 
weighted figures. And to test explanation No. 
3, the committee sought facts on what had 
happened to the same people whose reading 
was measured a year ago. This has turned 
out to be an interesting project in its own 
right.” 


1.2 Guide for Wartime Advertising Policies. 
New York, Advertising Federation of 
America. 

This brief leaflet summarizes advertising 
problems under war conditions and lists 39 
specific tasks for the advertising profession 
under those conditions. 


1.3 A Quantitative Analysis of Magazine 
Advertising. Edward Sternberg, Uni- 
versity of Chicago. Master of Business 
Administration report. Completed 
probably August 1942. 

Circulation of magazines; market areas 
covered by each of four magazines—Life, 

Colliers, Liberty, and Saturday Evening Post. 


1.4 The Statistical Allocation of Advertising 
Appropriations for a Durable Con- 
sumer Good. G. Maxwell Ule, Uni- 
versity of Chicago, Ph.D. thesis. 
Probable date of completion indefinite. 


1.5 ‘‘The Psychological Impact of Bar Soap 
Advertising Based on an Unaided Re- 
call of 445 Women in Evanston, 
Illinois,” by Frances Allene Smith, 
Northwestern University, will be com- 
pleted in June as an M.B.A. thesis. 


1.6 Some Aspects of Advertising and of the 
Advertisability of Fruits and Vege- 
tables, by Joseph L. Apodaca; will 
soon be completed as a Ph.D. thesis 
at Northwestern University. 


3. MARKETING FARM PRODUCTS 


3.1 A Quart for a Nickel. Sadye F. Adelson, 
Fournal of Home Economics, Volume 
34, Number 3, March, 1942, Pages 
174-176. 

Starting on August 12, 1940, the Surplus 
Marketing Administration made possible for 
families on relief in Washington, D. C., the 
purchase of milk at the price of a quart for a 
nickel. This article reports on the resulting 
changes in the milk-buying practices of 624 
families which were investigated by agents 
of the Bureau of Home Economics. 

Before the program started, these families 
were paying close to 13 cents a quart for 
milk. After milk went on sale for § cents 4 
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quart, the families that bought it stepped up 
their average milk purchases by about 2 
quarts a person a week. Including milk in all 
its forms, the white families that used the 
program averaged 2.5 quarts of milk a per- 
son a week before 5-cent milk was available 
and 4.1 quarts afterwards. Similarly, the 
Negro families moved up their consumption 
from 1.9 to 3.5 quarts. In spite of this in- 
crease in consumption only about half of the 
participating families bought the maximum 
quantities, and 14 per cent of the white and 
19 per cent of the Negro families bought less 
than half of the maximum. “Too little 
money for food’’ was one of the major rea- 
sons for not buying more §-cent milk given 
repeatedly by families that were getting less 
than half of their maximum allowances. 
Moreover, about half of the 624 eligible fami- 
lies continued to spend an average of more 
than 12 cents a quart for their milk, giving as 
their reasons “milk station too far away,” 
“have not bothered to go for milk,” “‘not in- 
terested,” and so on. 

Washington was the fourth of the first six 
cities to get a low priced-milk program for 
underprivileged families. The other cities are 
Boston, Chicago, New Orleans, New York, 
and St. Louis. For milk sold under the pro- 
gram, farmers accept from handlers a lower 
price than for fresh, fluid milk sold in the 
regular market. Milk distributors receive the 
amount per quart paid by the families plus 
an indemnity payment per quart made by 
the Surplus Marketing Administration of the 
United States Department of Agriculture. 
The milk is inspected regularly. It must sat- 
isfy local health requirements and _ local 
regulations as to butter-fat content. It is 
packaged in I-quart containers and is kept 
iced. 

Only families or persons certified as eligible 
by public authorities may buy this milk at 
the special price. Recipients of general relief 
always are eligible for it; in some cities, those 
receiving other forms of assistance or work 
relief also are included. 


3.2 Cottonseed: Marketing Spreads Be- 
tween Price Received by Farmers and 
Value of Products at Crushing Mills. 


Bureau of Agricultural Economics, 
Department of Agriculture. 


This report, by Kathryn Parr and Rich- 
ard O. Been, of the Division of Marketing 
and Transportation Research, will soon be 
released. The report presents material show- 
ing mill values of cottonseed products, prices 
paid farmers for cottonseed, and the margin 
covering charges for local purchase and as- 
sembly, transportation, storage, and opera- 
tion of crushing mills, by season, 1909-10 
through 1940-41. The percentages of mill 
value attributed to each of the four products 
—oil, cake and meal, linters, and hulls are 
also shown. These data are derived from re- 
ports of the Bureau of the Census on cotton- 
seed crushing mills and from prices received 
by farmers as estimated by the Bureau of 
Agricultural Economics. 

Estimated monthly data are shown for the 
period August 1934 to March 1942. To ob- 
tain mill product value by months it was 
necessary to interpolate monthly mill sales 
prices by use of such wholesale price series 
as are available, because the mills report to 
the Census only the output and not the value 
of the products by months. The mill product 
values were computed from the monthly out- 
put data and the estimated mill sales prices. 

A discussion of the lag between the time 
the farmer sells his cottonseed and the time 
that the seed is crushed by the oil mill is in- 
cluded in the report. Two tables of monthly 
margins are shown, one using concurrent 
farm prices of cottonseed and the other using 
farm values computed by estimating the lag 
between the time of farm sale and the crush- 
ing of the seed. 


3-3 Livestock Marketing Research in the 
Corn Belt Region. 

Livestock marketing research has been 
conducted on a regional basis in the Corn 
Belt Region since January 1941. The work 
has been under the direction of the Corn 
Belt Livestock Research Committee com- 
posed of representatives from each of the 
twelve North Central States, Kentucky and 
Oklahoma, and the Division of Marketing 
and Transportation Research, Bureau of 
Agricultural Economics. The first project, a 
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comprehensive survey of how livestock in 
that region was marketed from farms to proc- 
essors in the year 1940, is now completed. It 
shows how many head of livestock were sold 
and how many head were bought by farmers, 
size of lots sold, and bought, and the markets 
used for different species and classes of ani- 
mals. The data show how livestock were 
transported from farms, and other marketing 
methods and practices used. Information was 
also obtained from different types of markets 
and marketing agencies, viz., livestock deal- 
ers, truck buyers, concentration yards or lo- 
cal markets, local cooperative associations, 
auctions, packing plants, and retail meat 
dealers who slaughter. From this information 
the channels through which livestock move 
from farms to processors were ascertained. 
It also shows the relative importance of mar- 
kets of various types and the marketing 
methods and practices they employed. 

Much of the information assembled will be 
of direct value to those who are engaged in or 
are students of livestock marketing. It will 
also furnish basic information that will be 
extremely useful in future research studies of 
more specialized nature. 

The second regional project is now under 
way. This is a study of the transportation of 
livestock with a view to determining how 
available transportation facilities may be 
better utilized with special consideration be- 
ing given to the saving of tires and trucks. 
The movement of livestock both by truck 
and rail is being studied. Information will be 
obtained from livestock truckers at the time 
the county transportation committees, es- 
tablished by the Office of Defense Transpor- 
tation, inventories the available truck facili- 
ties. The data assembled by these committees 
will be supplied to the State representatives 
of the research group in the Corn Belt Region 
who will analyze and summarize the infor- 
mation. The conclusions reached from such 
analysis will be furnished to the county 
transportation committees. The same States 
that participated in the first regional project 
will also take part in the one on livestock 
transportation. 


3-4 Livestock 
Cattle fed and finished on grass usually 


bring a lower price on domestic livestock 
markets than similar cattle finished on grain. 
There are many reasons advanced for this 
price discrimination, but one of the principal 
objections to grass-fattened cattle is the 
widely held belief that they do not keep or 
ripen satisfactorily. 

This contention is disproved by results of 
a study, carried on by the Agricultural Mar- 
keting Administration of the U. S. Depart- 
ment of Agriculture in cooperation with the 
Virginia Agricultural Experiment Station 
and the Virginia State Division of Markets, 
which showed no significant difference in the 
rates of ripening of the beef from the two 
types of feeding. The sulfydryl content of 
beef from grass-fattened cattle was the higher 
but had no bearing on the rate of ripening, 
inasmuch as the indexes of protein break- 
down were similar for beef from both types 
of feeding. No difference was observed in the 
flavor and aroma or in the expressible-juice 
content of the two kinds of beef. 

The study was carried on at the Beltsville 
Research Center, Beltsville, Md., over the 
three-year period 1937-40. Rib cuts from 18 
paired carcasses, representative of a total of 
120 animals, were used. Pair mates of as 
nearly the same fat content of eye muscle as 
possible were selected. One sixth-seventh- 
eighth-rib cut from each carcass was ripened 
at 33°-36° F. for an average of 15.7 days, the 
other for 50 days. 


3-5 Processed Foods 


In cooperation with the Western Regional 
Research Laboratory, the Agricultural Mar- 
keting Administration has developed tests to 
determine states of maturity as well as the 
percentage of sugar in the various grades of 
frozen corn. Other experiments have been 
undertaken for frozen broccoli, asparagus, 
lima beans, spinach, and berries, to formu- 
late a basis for establishing U. S. standards 
for grades of these commodities. 

Dehydrated vegetables have increased in 
importance and practicable methods of de- 
termining moisture content have been devel- 
oped. Specifications have been issued re- 
cently which form a basis for purchasing such 
commodities for Lend-Lease and Army ship- 
ments. 
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3.6 Eggs 

“Vacuum CO, oil treated’”’ eggs keep bet- 
ter in commercial storage than “‘plain oil- 
dipped” or ‘‘natural”’ shell eggs, research by 
the Agricultural Marketing Administration 
indicates. Eggs originally of U. S. Extra 
grade or better showed the best results from 
the treatment, there being no benefit shown 
from processing eggs of U. S. Standard grade. 
The keeping quality of white and brown eggs 
in storage appeared to be equal. 


3.7 Milk, Cream, and Condensed Milk 


Data on receipts of milk, cream, and fresh 
condensed milk in the Philadelphia market 
show a marked transition from rail to truck 
transportation according to studies by the 
Agricultural Marketing Administration. The 
proportion of milk received on the Philadel- 
phia market by truck increased from approx- 
imately §5 per cent of the total in 1929 to 84 
per cent in 1940. Truck arrivals of cream in- 
creased from about § per cent in 1929 to $4 
per cent in 1940. The present rubber short- 
age, however, may retard or even reverse 
this trend in transportation. 


3.8 The Farm Market. Philadelphia, The 
Curtis Publishing Company. 


The Commercial Research Division has re- 
cently published its second current volume 
of market data. This volume, The Farm 
Market, was released in May and is a com- 
panion volume to “‘Where People Buy” re- 
leased in February. The Farm Market con- 
tains state and county farm statistics on 85 
farm items. This book should be useful to 
marketing men interested in the rural mar- 
ket, as it has selected the most important 
items of information from the 1940 Agricul- 


tural Census and combined them into one 
volume. 


3-9 Marketing Farm Products in Illinois 
The research staff in marketing in the Col- 
lege of Agriculture of the University of IIli- 
nois, is planning to spend considerable time 
working on problems connected with trans- 
portation of farm products. The shortage of 
trucks will make considerable changes neces- 
sary. Under the direction of Professor R. W. 
Bartlett, a survey already has been made of 


the hauling of milk in the Bloomington, Illi- 
nois Market. 


3.10 Methods of Marketing Fruits and Vege- 
tables with Their Application to 
Washington Apples, by R. D. Tous- 
ley, Northwestern University, will 
soon be completed as a Ph.D. thesis. 


8. CONSUMER STUDIES 


8.1 Family Income and Expenditures, South- 
east Region, Part 1 Family Income, 
Farm Series, Consumer Purchases 
Study. Miscellaneous Publication No. 
462. 208 pages. Single copies, 25 cents. 
Available from Superintendent of 
Documents, Washington, D. C. 


This volume presents facts as to family 
size and composition and the sources and 
amount of income of native-white and Ne- 
gro families of farm operators and sharecrop- 
pers living in representative farming sections 
of the Southeast Region. 


8.2 Family Expenditures for Housing and 
Household Operation, Farm Series, 
Consumer Purchases Study. Miscel- 
laneous Publication No. 457, U. S. 
Department of Agriculture. 201 pages. 
25 cents a copy. Available from Super- 
intendent of Documents, Washington, 
D. Cc. 

Companion volume to the previously is- 
sued “household” report for urban and 
village families, this report provides informa- 
tion on expenditures for housing and house- 
hold operation by representative farm fami- 
lies throughout the United States. 

In general, whatever the family-income 
level, housing on the farm represented about 
one-sixth of the total value of family con- 
sumption. Fuel, light, and refrigeration ac- 
counted for about two-thirds or more of the 
value of all items of household operations in 
every section. 


8.3 Family Income and Expenditures, Five 
Regions, Part 2, Family Expenditures, 
Farm Series, Consumer Purchases 
Study. Miscellaneous Publication No. 
465, U. S. Department of Agriculture. 
366 pages. Single copies 35 cents. Avail- 
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able from Superintendent of Docu- 
ments, Washington, D.C. 


A picture of farm family spending and 
consuming is presented in this report of farm 
family living. One of the important findings 
of this survey is that there is a pattern of 
farm family living which persists throughout 
all parts of the country, among comparable 
income groups. Figures of the survey also re- 
veal characteristics of the families on the 
Nation’s farms. It shows, for instance, that 
farm operators’ families learn to look ahead 
—use less than urban families for recreation 
—spend almost twice as much as urban 
families for the automobile. 


8.4 Family Expenditures for Personal Care, 
Gifts, Selected Taxes, and Miscellane- 
ous Items, Urban, Village, Farm, Con- 
sumer Purchases Study. Miscellaneous 
Publication No. 455, U. S. Depart- 
ment of Agriculture. 113 pages. 20 
cents a copy. Available from Superin- 


tendent of Documents, Washington, 
~<. 


Ways of spending for the above men- 
tioned items, shown in this report, are those 
of nonrelief, unbroken, native-white families 
in 20 small cities, 140 villages, and 64 coun- 
ties scattered through the five regions cov- 
ered by the Consumer Purchases Study. Data 
for Southeast Negro families are presented 
separately. 

In most of the families in the farm sections 
surveyed expenditures for the items covered 
in this report took about § per cent of the to- 
tal value of consumption. In villages and 
small cities, the proportion was only slightly 
larger. As only income and poll taxes and, 
for village and small-city families, taxes on 
personal property were included in this re- 
port, obviously the total spent for these se- 
lected taxes by no means represents the 


whole taxation borne by the families sur- 
veyed. 


8.5 Dried Beans and Peas in Low-Cost 
Meals. Unnumbered publication of 
the U. S. Department of Agriculture. 
8 pages. Single copies free from the 
Agricultural Marketing Administra- 
tion, Washington, D. C. 


Green Vegetables in Low-Cost Meals. 
Unnumbered publication of the U. S. 
Department of Agriculture. 8 pages. 
Singie copies free from the Agricul- 
tural Marketing Administration, 
Washington, D. C. 

Two more leaflets with recipes by the Bu- 
reau of Home Economics showing economi- 
cal, nutritious, and appetizing ways to pre- 
pare low-cost foods. Recipes in each leaflet 
are planned to serve 6 persons. 


8.6 Recipes to Match Sugar Ration. Pre- 
pared jointly by the Bureau of Home 
Economics, U. S. Department of Agri- 
culture, and the Consumer Division, 
Office of Price Administration. 14 
pages. Single copies free from Con- 
sumer Division, Office of Price Ad- 
ministration, Washington, D. C. 

Shown in this bulletin are ways to save 
sugar without dropping all sweets out of the 
family meals. Included are recipes for sugar- 
low beverages, custards, puddings, sauces, 
frozen desserts, fruit desserts, cakes, cookies, 
and pies. 


8.7 Market Lists for Low-Cost Meals. 
Unnumbered publication, U. S. De- 
partment of Agriculture. 4 pages, 
illustrated. Single copies, § cents. 
Available from Superintendent of 
Documents, Washington, D. C. 


Market Lists for Moderate-Cost and 
Liberal Meals. Unnumbered publica- 
tion, U. S. Department of Agriculture. 
Single copies, 5 cents. Available from 
Superintendent of Documents, Wash- 
ington, D. C. 

How to get a good diet on modest, mod- 
erate, and liberal food budgets are illustrated 
in these booklets. The guides to good nutri- 
tion are in the form of weekly market lists, 
showing what various family members need 
in the way of the 11 main food groups. Each 
guide is set up so that by a little addition any 
homemaker can easily figure out her own 
weekly list—work out menu plans for a week 
that will give all the calories, proteins, min- 
erals, and vitamins needed for each member 
of the family. The 11 main food groups given 
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are: milk; potatoes, sweetpotatoes; dry 
beans, peas, and nuts; tomatoes and citrus 
fruit; leafy, green and yellow vegetables; 
other vegetables and fruit; eggs; meat, poul- 
try, and fish; flour and cereals; fats anJ oils; 
and sugars, sirups, and preserves. 


8.8 Grocery Buying Habits. Philadelphia, 
The Curtis Publishing Company. 


Tabulations have been completec and a 
report is being prepared on a detailed study 
of grocery buying habits which was made in 
a specific market by the Commercial Re- 
search Division. 


8.9 How Customers Want Salespeople To 
Serve Them. Calvin W. Aronow and 
O. Preston Robinson, Fournal of Re- 
tailing, Volume XVIII, Number 1, 
February, 1942, Pages 5-9. 

This article deals with a study to ‘find out 
what kind of help customers want from sales- 
people. The questionnaire method was used. 
Over two thousand returns were received 
from customers in all walks of life in every 
section of the United States. 

Following are some of the significant con- 
clusions: 


1. Customers do not like to be rushed 
when they enter the department. 

2. Customers do not like to be ques- 
tioned. They want to see merchandise. 

3. Customers like salespeople to show 
merchandise so that they can picture 
it in use. 

4. In pointing out the selling points of an 
item, customers want to have empha- 
sized the phases that interest them. 

5. Customers do not like to be classified 
and typed, rather they want to be 
treated cheerfully and courteously by 
the salesperson. 

6. When undecided, customers will not 
be “‘pressured”’ into buying. 

7. Salespeople should not bother the cus- 
tomer who is “just looking.” 

8. Customers who object to price are 
only waiting to be shown value. 

9. Customers prefer information in re- 
gard to the care of merchandise to be 
affixed to that merchandise in the form 


of a label. If no label is available they 
would like the salesperson to volunteer 
the information necessary. 

10. In regard to “suggestion selling,” cus- 
tomers want the suggested item to 
bear an intelligent relationship to the 
purchased item. 

11. The average customer likes individual 
attention; she does not like to be 
treated as part of a crowd. 

12. Throughout the sale, salespeople are 
expected to volunteer information, not 
wait for questions to be asked. 


8.10 A Study of the Degree of Uniformity 
Between Ratings of Two Consumer 
Goods Testing Organizations. Joseph 
Hadary. Graduate student and Re- 
search Fellow, University of Chicago. 
Probable date of completion, August 
1942. 

A study of the reports on consumers’ goods 
by Consumer’s Union and Consumers’ Re- 
search from 1936 to 1940; lists of kinds of 
merchandise included in reports by each, 
and comparison of ratings of products com- 
mon to both services. 


11. COOPERATIVE MARKETING 


11.1 Taxation of Consumers’ Cooperatives, 
1940. Florence E. Parker and Tessim 
Zorach, Bureau of Labor Statistics, 
Monthly Labor Review, U. S. Depart- 
ment of Labor, Bureau of Labor 
Statistics, Volume 54, Number 4, 
April, 1942, Pages 968-988. 

This study by the Bureau of Labor Sta- 
tistics indicates that, in terms of annual busi- 
ness, the total tax bill of cooperative retail 
associations in 1940 was equal to 3.08 per 
cent of sales for food stores, 2.17 per cent for 
general stores, and 2.24 per cent for the asso- 
ciations handling petroleum products. Among 
the whole group of consumers’ cooperatives, 
an amount equal to 0.22 per cent of the total 
sales went for Federal income taxes (includ- 
ing capital-stock tax), and 0.07 per cent for 
State income taxes. State and local taxes on 
real estate and personal property amounted 
to 0.44 per cent of sales, 

A study made by Dun & Bradstreet of 
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taxes paid by private retailers for 1938 pro- 
vides some comparative data, although 
changes, mainly in the form of increases in 
taxation rates and altered business condi- 
tions, may have taken place in the interval 
between that year and 1940. The private, in- 
dependent merchants operating grocery 
stores paid total taxes for 1938 amounting to 
1.27 per cent of their total sales; cooperative 
grocery stores paid 2.93 per cent in 1940. 
Total taxes of private grocery and meat 
stores amounted to 1.52 per cent, and those 
of cooperatives to 3.16 per cent. Correspond- 
ing figures for country general stores were 
2.07 and 2.17 per cent, and for gasoline filling 
stations 1.48 and 2.24 per cent. The greatest 
differences between the private and coopera- 
tive tax payments lay in the sales and excise 
taxes, undoubtedly the result of new or in- 
creased taxes between 1938 and 1940. How- 
ever, because of their larger paid-labor force, 
cooperative associations of all four types paid 
roughly twice as much for social-security 
contributions as did the private, independent 
retailers. License payments were also con- 
sistently, though only slightly, higher. A 
greater payment (in relation to sales) was 
made for Federal income tax by cooperative 
grocery stores than by private ones (0.21 as 
compared with 0.13 per cent), and by coop- 
erative grocery and meat stores (0.41 as com- 
pared with 0.11 per cent). The reverse was 
true in the case of general stores (0.17 and 
0.30 per cent) and of gasoline stations (0.21 
and 0.26 per cent). 

There are few instances in which coopera- 
tives are treated differently from private 
business, as regards State corporation taxes, 
and these relate only to two levies—income 
and chain-store taxes. In four States coop- 
eratives are expressly exempted from the 
chain-store taxes. 

Farmers’ cooperatives are exempted from 
Federal income tax and in a majority of cases 
from State income tax. The same exemption 
is not accorded to consumers’ cooperatives 
of nonfarmer membership. Six States give 
consumers’ cooperatives preferred status on 
income tax, because of their cooperative 
character, but three of these (Kentucky, 
Massachusetts, and Tennessee) only if they 


are on a non-profit basis. Of the other three 
States, consumers’ cooperatives are exempt 
from all State income tax in Wisconsin; from 
tax on net income from members’ trade, in 
California; and from allocations to reserves, 
if on a patronage basis, in North Dakota. 

Cooperatives are required to pay income 
tax on interest paid to members on their 
share holdings, and cannot claim exemption 
for this as being “‘interest on indebtedness.” 

The main advantage enjoyed by coopera- 
tives, as regards income tax, is that that part 
of earnings returned to the purchasers in 
patronage refunds is not taxed. The theory 
underlying this general ruling is that such 
returns represent an overcharge advanced by 
the patrons, which is being returned to them. 
Further, a Federal court decision involving a 
private business indicates the probability 
that any private enterprise which obligated 
itself to a similar profit-sharing plan would 
be treated on an equivalent basis. 


12. CREDIT 


12.1 Retail Credit Management 

Dr. Clyde W. Phelps of the University of 
Chattanooga has finished his second text 
book prepared for the National Retail Credit 
Association for use in its educational pro- 
gram. The volume is now at the press and 
will be released in the summer or early fall. 
It deals with such subjects as credit depart- 
ment personnel and organization, layout and 
equipment, credit and collection policy, 
credit department statistics and research, re- 
tail credit bureaus, and community credit 
policies, and is a continuation of Dr. Phelps’ 
elementary text on Retail Credit Funda- 
mentals. Both texts will be used in the Na- 
tional Retail Credit Association training 
program. 


12.2 Streamlined Shopping Credit. Alliston 
Cragg, The Fournal of Business of the 
University of Chicago, Volume XV, 
Number 1, January 1942, Pages 21- 
29. 

This article deals with one of the most 
modern retail-credit developments, suggest- 
ing the possibility of a more efficient and less 
costly store-credit service than that which is 
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in use at the present time. This recent devel- 
opment is the “Shopping Service.” 

Charges made by customers of shopping 
services are rendered to the shopping service, 
not to the customer. The service contracts 
to pay such bills not later than some fixed 
date near or at the end of the month follow- 
ing purchase, and the customer contracts to 
pay the service within thirty days of the date 
of purchase. 

The uniform charge of the shopping serv- 
ices is ten per cent of the amount of the 
customer’s purchases. This is collected from 
the stores in the form of a ten per cent dis- 
count from the bills. 

No charge for the service is made to the 
customer unless payments are deferred be- 
yond the thirty-day period allowed, in which 
case interest at the rate of 4 per cent per 
month is collected on the unpaid balance. 
The customer pays only the regular adver- 
tised prices for merchandise and is entitled 
to take advantage of special sales also. Vir- 
tually all the service is on an open-charge, 
thirty-day basis, but in some instances longer 
periods with uniform monthly payments are 
allowed for settlement of purchases repre- 
senting a considerable outlay. 

This specialized type of credit service 
offers the following advantages: (1) the con- 
sumer obtains credit without cost; (2) a large 
number of stores are placed at the customer’s 
command, including department stores, spe- 
cialty shops, shoe stores, some lists including 
food and drug stores, beauty shops, barber 
shops, garage service, and even dentistry; 
(3) the small specialty shops, which ordinar- 
ily are not able to extend the credit facilities 
of the big department stores, can do so in 
connection with shopping-service credit; (4) 
a single billing from one source is received at 
the end of the month, instead of a flood of 
bills from many points and on different dates 
and plans; (5) no duplication of credit appli- 
cations; (6) minimizing of possible error by 
remittance in a single monthly payment; (7) 
no confusion in credit terms or payment 
dates; (8) no credit charge for first thirty 
days; (9) reduction of possible collection dis- 
putes and offensive practices; (10) for the 
Store, greater convenience; increased busi- 


ness with no capital investment; no expense 
for advertising, investigation, bookkeeping, 
collection; no credit loss; no ill will growing 
out of refusing credit or strained relations 
with credit customers. 

There are observers who are aware of the 
vast possibilities inherent in this type of or- 
ganization—of a centralized credit agency 
through which all transactions for a group of 
stores or an area would flow and which would 
finance and collect for all purchases, thus 
eliminating the enormously wasteful dupli- 
cation of activities in connection with con- 
sumer-credit accounts in hundreds or thou- 
sands of stores and services in a community. 


12.3 Wholesale Credit Problems. Bureau of 
Business Education, Bulletin No. $. 
Sacramento: California State De- 
partment of Education, 1941. $5 pp. 

This is multigraphed report of four con- 

ferences on the credit problems of whole- 
salers held in San Jose, California, during the 
month of March, 1941. The conferences were 
held as a part of the George-Dean Act pro- 
gram under the auspices of State and local 
bureaus of education. The preface states that 
“The value of the present report ... is not 
so much in its own material, important 
though it is, as it is in the evidence of the 
practicability of the George-Dean system in 
California.”” While there is little in the report 
that is not well known to business men and 
teachers in the wholesale field, the section on 
“National Defense and Wholesale Credit” 
does present an illuminating array of credit 
problems that beset the wholesalers in a 
comparatively small city during the first 
stage of industrial expansion caused by the 
war, and how they proposed to cope with 
such problems. Increases in taxation, the 
selective service status of the retail proprie- 
tor, and the small retailer with inadequate 
financial resources appear to be the factors 
that caused most concern to wholesale credit 
men of San Jose. 


13. RETAILING 


13.1 Chain Store Bibliography. New York: 
Institute of Distribution, Inc., Janu- 
ary 2, 1942. 46 pp. Free. 
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Contains a section that gives page refer- 
ences to monographs of the Temporary Na- 
tional Economic Committee that have some- 
thing to say about chain stores; another sec- 
tion that lists state and district chain store 
councils; and a third section that gives ten 
sources of chain store directories—in addi- 
tion to the usual bibliographical classifica- 
tions. 


13.2 Survey of Department-Store Training 
Methods. Claire J. Corbin, Fournal 
of Retailing, Volume XVIII, Number 
1, February, 1942, Pages 16-21. 


To ascertain current training practices, as 
a guide toward the construction of an ideal 
program, two hundred questionnaries were 
sent to department stores in all size groups. 
Responses were received from fifty. 

As a result of the answers to these ques- 
tionnaires, it may be concluded that the 
larger the store, the more detailed and spe- 
cialized the organization for performing the 
training function. In the small store the sev- 
eral functions composing the training job are 
often combined and performed by a single 
individual, whereas in the medium and par- 
ticularly in the large stores these various 
functions are differentiated and performed 
by specialists or a group of specialists. 

In setting up an ideal training program, 
the initial training should include courses in 
store orientation and system, merchandise 
training, salesmanship, and a follow-up of 
these types of training. In refresher training, 
courses should be included in systems (both 
by the case method and by actual retraining) 
and merchandise follow-up training. Pro- 
motional training is given in few small stores, 
yet should be as much a part of small store 
training as that of medium and large stores. 
A training program consisting of these items 
will develop loyalty and a continuity of per- 
sonnel. The last feature is of more impor- 
tance in a small store than it might be in a 
large store, since low personnel turnover 
there is even more important than in medium 
and large stores with large labor markets to 
draw upon. Therefore, some provision should 
be made for training more ambitious and 
““‘budding”’ executives in the small store. 


13.3 How the Department Store Can Im- 
prove Its Personnel Relations. Four- 
nal of Retailing, Volume XVIII, 
Number 1, February, 1942, pages 
2-4. 

This article reviews the personnel policies 
of department stores. It admits that the first 
impression after acquaintance with depart- 
ment stores is the startling lack of adequate 
appreciation of the importance of employees 
to the success of the business. For example, 
most retail organizations have avoided 
adopting written personnel policies, giving as 
an excuse for this attitude their desire to re- 
main flexible and in a position to meet com- 
petition. This causes suspicion on the part of 
the employee toward his employer and his 
motives. 

Yet, in many stores, increased emphasis is 
being placed on employees as individuals. 
Definite objectives have been established, 
such as, improved selective methods, more 
careful follow-up of employee progress, bet- 
ter planned objective training, and more 
competent supervision. Many stores have 
discontinued paternalistic policies and pro- 
grams, realizing that employees prefer the 
self-assurance of adults rather than paternal 
istic care given incompetents. 

During the past five years there has been 
definite improvement in working conditions 
in many stores, including the five-day week, 
adoption of more nearly competitive wage 
scales, and greater security of employment. 
Further progress may be expected along the 
lines of improved supervision, formal retire- 
ment programs, cost-of-living wage adjust- 
ments, and less severe dress regulations. 

At the present time practically every large 
department store operates in accordance 
with one or more union agreements affecting 
all or part of its personnel. This condition 
stimulates greater appreciation of the impor- 
tance of satisfactory personnel relations to 
the successful operation of the business, com- 
pels management to consider the personnel 
angle every time an important decision 1s 
made, and strengthens the status of em- 
ployees in their relations with the store and 
gives them a confidence which they hereto- 
fore lacked. In their future conduct of collec- 
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tive bargaining, department stores face two 
alternatives: resistance to the efforts of or- 
ganized groups to establish conditions in 
stores comparable to conditions in other 
more liberal industries which are organized, 
or cooperation with unions in providing 
standards in retail establishments equal to 
those in other fields of employment. 


13.4 The Control of Customer Returns. 
Edgar Gault and Charles Goodman. 


This critical examination of policies in 
handling returns in department and spe- 
cialty stores offers a new approach to the 
troublesome problem of merchandise returns 
by customers of retail stores. Return prob- 
lems are analyzed in their relationship to the 
other management and merchandise prob- 
lems of the store instead of in isolation. 

The authors suggest several positive meas- 
ures for the control of returns which, if 
properly employed, are consistent with the 
general policy that the customer is always 
right. Among these are methods of internal 
analysis and a new method for isolating and 
eliminating unprofitable chronic returners. 
The methods suggested throughout are for 
the most part suitable for use by individual 
stores and do not require the cooperation of 
competing merchants. 

The report brings together under one cover 
and in convenient form the important re- 
sults of previously collected materials on the 
problem. These materials are analyzed and 
appraised by the present writers. The topics 
included in this section include return pro- 
cedures, the causes of returns, and analyses 
of the effect of size of store, type of mer- 
chandise (department), quality of merchan- 
dise handled, and method of payment on the 
extent of returns. 

An attempt is made to throw new light on 
the question, “What do returns really cost?” 
Included here is an examination of the rela- 
tionship of returns and markdowns. Other 
sections deal with variations among stores in 
reported return ratios due to accounting and 
procedural differences, the seasonal variation 
of return ratios, legal aspects of returns, and 
the problem of unsatisfactory purchases 
which customers do not return. 


Numerous current suggestions for return 
alleviation are critically examined. These in- 
clude cooperative educational campaigns 
and the use of merchandise orders, time lim- 
its, service charges, and other barriers to re- 
turns. Brief appendices discuss the effect of 
panic buying and other wartime conditions 
on return problems. 


13.5 Returns and Exchanges in Oregon 
Stores. Dr. N. H. Comish, University 
of Oregon. 

Dr. N. H. Comish, Professor of Business 
Administration in the University of Oregon, 
has completed his study on Returns and Ex- 
changes in Oregon Stores which was pub- 
lished in a series of articles in the Oregon 
Merchants’ Magazine. The issues in which 
the articles appear run from November, 
1941 to April, 1942, inclusively. Issues of the 
magazine may be purchased from the Oregon 
Merchants’ Magazine, Weatherly Building, 
Portland, Oregon. 


13.6 Managerial Uses of Standards of Ef- 
ficiency in 525 Selected Oregon 
Stores. Dr. N. H. Comish, University 
of Oregon. 


Professor Comish is now making a statis- 
tical study of the Managerial Uses of Stand- 
ards of Efficiency in 525 Selected Oregon 
Stores. The data were gathered by personal 
interviews with Oregon retailers, scattered 
throughout the state. It is expected that the 
project will be written up by December, 
1942; and published in a series of articles. 


13.7 Public Sentiment Toward the Chain 
Store—with Field Study. Thos. E. 
Beattie, University of Illinois. An 
abstract will be submitted to jour- 
NAL OF MARKETING or other scientific 
journal. 


13.8 Stock Control Methods. Harvey W. 
Huegy, and R. V. Mitchell: Pub. by 
Bureau of Business Research, Uni- 
versity of Ill. 29. 83X11 inch pages. 


14. TRANSPORTATION 


14.1 A Review of Railway Operations in 
1941. Washington: Association of 
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American Railroads, Bureau of Rail- 
way Economics, Special Series No. 
71, April, 1942, 33 pp. Free. 
A reprint from Railway Age for January 3, 
1942, with figures revised to April 1, 1942. 


14.2 Survey of the Adequacy of the Re- 
frigerator Car Supply to Meet the 
Demands in 1942. Bureau of Agri- 
cultural Economics, Department of 
Agriculture. 

George L. Tillery, of the Division of 
Marketing and Transportation Research, is 
making a study of the adequacy of refrigera- 
tion facilities required for perishable com- 
modities while in transit, particularly with 
respect to railroad equipment. The need for 
such a study is indicated by the increased 
production of perishables and the necessity 
for shifting much highway traffic in perish- 
ables back to the railroads which do not have 
as many refrigerator cars as when they 
handled the bulk of the traffic in former 
years. One phase of the survey concerns par- 
ticularly the problem of whether there are 
enough refrigerator cars suitable for trans- 
porting increased quantities of fast-frozen 
products. 


15. WAREHOUSING 


15.1 Survey of Cold Storage Warehouse Re- 
quirements in 1942. Bureau of Agri- 
cultural Economics, Department of 
Agriculture. 


A survey is being made by William E. F. 
Conrad, Division of Marketing and Trans- 
portation Research, of the adequacy of cold 
storage warehouse space to meet the require- 
ments for the remainder of 1942. The ex- 
panded production of perishables in connec- 
tion with the war effort raises the question of 
whether sufficient cold storage warehouse 
space is available to meet the increased de- 
mand for such space. The purpose of the sur- 
vey is to answer this question in terms of 
perishables requiring freezer space and those 
requiring cooler space. Estimates of regional 
requirements for cold storage warehouse 
space and the freezer and cooler space avail- 
able by regions will also be included in the 


survey. 


16. WHOLESALING 


16.1 The Food Broker. Indianapolis: Na- 
tional Food Brokers Association, 
December, 1941. 86 pp. (Free.) 


The descriptive statement on the title page 
of this pamphlet summarizes its contents as 
follows: “‘Just who he (the broker) is—what 
he does—how he does it—where he fits 
properly in the economical distribution of 
food and grocery products as a sales agent.” 
While the study is done in a popular style 
and adds little to our knowledge of food 
brokers, the examples of how brokers operate 
in various food lines afford the teacher ex- 
cellent illustration for class-room use. The 
Code of Ethics of the National Food Brokers 
Association is reproduced on page 61. 

Unusual items in the pamphlet are: the 
disclosure of 1500 general food brokers of 
which over two-thirds are members of the 
Association; the contribution of the broker to 
pool-car distribution of dried fruit; and the 
maintenance by some brokers of fully 
equipped crews for intensive local sales 
drives. 


17. REGULATION 


17.1 Resale Price Maintenance by Means of 
Fair Trade Laws. New York, The 
American Fair Trade Council. 1942. 
35 pp. $1.00. 

The principal value of this pamphlet to 
those business men and teachers who have 
some interest in the subject lies in the enu- 
meration of the principles established by 150 
court decisions interpreting the provisions of 
Federal and State Fair Trade Laws enacted 
since January I, 1931 (16 pages). The collec- 
tion is made especially helpful by being clas- 
sified in detail by subject. The cases under 
each heading of the classification are ar- 
ranged chronologically. This schema affords 
the best quick-reference on the subject that 
has come to the attention of the present re- 
viewer. 

The subsequent classification according to 
21 State and Federal jurisdictionof thesesame 
court cases, giving citations only (6 pages), 
and a two-page chart of the salient features 
of the Fair Trade Laws of the various states 
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that permits a ready comparison, are also 
helpful. Other features are: a short general 
statement on Fair Trade; a list of State Fair 
Trade Laws, with citation and date of enact- 
ment; and a calendar of State legislative 
sessions. 

The study is up-to-date as of April 1, 1942. 


17.2 Unfair Practices Acts: A Critical Analy- 
sis of Their History and Development 
with Particular Attention to Retail 
Food Distribution, by Eden C. 
Lorentzen, Ph.D. thesis, Northwest- 
ern University. 


17.3 The Emergency Price Control Act. Law 
and Contemporary Problems. Duke 
University, Winter 1942. 

This entire number is devoted to a sym- 
posium on several phases of the general sub- 
ject. It appears just as we go to press, too late 
for adequate review, but not too late to as- 
sure our readers that it will well repay their 
close attention. 


20. PRICES AND PRICE POLICIES 


20.1 Price Studies of the Bureau of Labor 
Statistics. 


In addition to its regular price work, the 
Bureau of Labor Statistics has been conduct- 
ing an increasing number of special studies 
for the Office of Price Administration. The 
bulk of the data thus collected are for the use 
of the Office of Price Administration and 
other war agencies exclusively and cannot be 
made available to the public at the present 
time. However, some of this information 
which bears upon price and market problems 
of general interest is being prepared for pub- 
lication in the future and will be described in 
these notes when it becomes available. 

A brief history of the movement of retail 
food prices has been prepared by the Bureau 
covering the period from August 15, 1939 to 
December 16, 1941. This summary, together 
with a detailed review of food price move- 
ments at retail during the year 1941 will be 
included in a forthcoming bulletin. This bul- 
letin will also contain annual average prices 
of individual articles of food by cities for 
1941, 


20.2 The Wholesale Price Structure for 
Oranges with Special Reference to 
the Chicago Auction Market. David 
A. Revzan. Ph.D. thesis, University 
of Chicago. Probably completed 
August, 1942. 

A descriptive and analytical study of the 
factors which determine the price structure 
for a particular commodity. 


20.3 Emergency Price Control Act of 1942. 
New York: National Association of 
Manufacturers, Law Department Bul- 
letin, February 5, 1942. 24 pp. 

Contains a general summary of the Act; a 
detailed analysis under the major headings of 

“Price Fixing Powers and Procedure,” 

“Powers Supplementing Price Fixing Au- 

thority,”’ and ‘‘Prohibited Acts and Enforce- 

ment Methods”; a résumé of provisions of 
existing price schedules; the text of the Act; 
and a list of “agricultural commodities.” 


22. MARKET AREA STUDIES 


22.1 Planning for the Future of the Harris- 
burg Area, Report of the Regional 
Planning Committee, Harrisburg, 
Pa., Municipal League of Harrisburg, 
1939-1940, 125 pp. $1.00. 

Too many of the studies of metropolitan 
planning commissions are tomes of such ter- 
rifying proportions as to discourage their use 
by marketing teachers and practitioners. 
Yet such studies make an important contri- 
bution to the literature on the environment 
of the marketing institutions. If it is impor- 
tant to retailers, wholesalers, and others to 
know what has happened to their city and 
what is likely to be its fate if these trends are 
allowed to continue, it is also important to 
learn what can be accomplished by planning 
to improve on such a future. 

Part II of the report captioned above, 
within the compass of 65 pages including 
numerous maps, presents a plan for the im- 
provement of the metropolitan city of 
Harrisburg. The ills of this area are the famil- 
iar ones of blighted neighborhoods, faulty 
housing, grid-iron street patterns, lack of 
adequate zoning, traffic congestion, insuf- 
ficient parking facilities, and the like. The 
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plan for improving the metropolitan city 
divides the area into the inner city (which, in 
turn, is broken down into good areas, im- 
provable areas, and blighted areas) and the 
suburban fringe. At the end of each division 
a brief summary of recommendations is 
given. The outstanding value of this par- 
ticular planning study is, however, that it 
affords these basic environmental data to the 
marketer in such a concise and easily digesti- 
ble manner that the marketing inferences 
can be got at quickly. 


24. MISCELLANEOUS 


24.1 Wage, Hour, Productivity and Cost 
Studies of the Bureau of Labor 
Statistics. 

A mimeographed report on hourly earn- 
ings in the agricultural machinery industry 
has been completed by the Bureau of Labor 
Statistics. New techniques have been used in 
the collection of data for this report, per- 
mitting the publication of wage rates within 
about six weeks after the period studied. 
Similar reports in other machinery industries 
will be released periodically. 

A brief report on the labor aspects of the 
Chicago milk industry has been completed 
and appeared in a recent issue of the 
Monthly Labor Review. 

A study of wages and hours in the book 
and job printing industry has been begun by 
the Bureau. This survey will cover approxi- 
mately 25,000 workers. 

The Bureau of Labor Statistics has under- 
taken a survey of family spending and saving 
in war-time for which data are being col- 
lected for the calendar year 1941 and the 
first quarter of 1942 from a small cross-sec- 
tion of families in urban areas. 

An analysis of increases in living costs for 
the period from August 1939 to December 
1941 appeared in the April Monthly Labor 
Review. The article analyses changes during 
this period in the prices of the more impor- 
tant goods and services and shows in detail 
the price movements for most of the items 
which primarily influence the trend of each 
of the groups which comprise the Bureau of 
Labor Statistics’ indexes. 

A report, Productivity and Unit Labor Cost 


in Selected Manufacturing Industries, 1919- 
7940, prepared by the Bureau, has recently 
been published. It presents revisions and ex- 
tensions to 1940 of the indexes shown in the 
W.P.A. National Research Project study, 
“Production, Employment, and Productiv- 
ity in $9 Manufacturing Indistries, 1919- 
36.” It also presents indexes of unit labor cost 
for each of the industries and a table for all 
manufacturing. Preliminary estimates for 
1941 are available in a mimeographed sup- 
plement. 

A report on Man-Hour Statistics for 1717 
Selected Industries, Census of Manufactures: 
1939, has recently been published. This re- 
port, the fourth in a series prepared by the 
Bureau of Labor Statistics from data col- 
lected by the Bureau of the Census, refers to 
171 of the industries canvassed in 1939. It 
presents monthly averages of hours worked 
by wage earners (by industry, region, and 
size of plant) and various man-hour ratios 
(by industry, region, size of plant, and size 
of community), such as wages, value of 
product, value added by manufacture, and 
kilowatt-hours consumed per man-hour. 

Articles for the Monthly Labor Review have 
been prepared on changes in productivity, 
unit labor cost, and technology in the 
slaughtering and meat packing industry dur- 
ing the period 1919-41, and in the chemicals 
industry during the period 1929-40. 

The Bureau of Labor Statistics has com- 
pleted a study of working hours, shift opera- 
tions, and extent of Sunday work in the pri- 
mary war production industries covering ap- 
proximately 1,350 plants. The study includes 
January and February data showing the dis- 
tribution of war production plants according 
to the working hours of individual workers, 
percentage of wage earners working on Sun- 
days, and percentage of wage earners work- 
ing on evening and night shifts. Separate 
figures are shown for the non-continuous 
process industries producing war weapons 
including aircraft, shipbuilding, ammunition, 
guns, explosives, tanks, instruments, other 
ordnance, machine tools, machine tool acces- 
sories, electrical machinery apparatus and 
supplies, brass, bronze, and copper products, 
engines (other than aero), and trucks. Data 
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are also shown for the following continuous 
process industries producing war weapons in- 
works and rolling mills, chemicals, and smelt- 
ing and refining. Charts are included showing 
frequency distributions of plants according 
to average working hours per man in the 
machine tool, electrical machinery, blast 
furnaces, steel works and rolling mills, air- 
craft, guns, and shipbuilding industries; 
trend of average hours in the aircraft, ship- 
building, machine tool, and nondurable goods 
industries from January 1939 through Feb- 
ruary 1942; increase in relative use of second 
and third shifts in the machine tool industry, 
December 1940 to January 1942; and distri- 
bution of war production plants according to 
the percentage of wage earners working on 
Sunday. 

As problems encountered during the first 
world war cast increasing light upon similar 
problems in the present war, the Bureau of 
Labor Statistics is continuing and broadening 
its studies of market conditions, conservation 
regulations, etc. in the last conflict. The follow- 
ing reports are available for distribution: 


Clearances and Requirements—Policies 
and Procedures, 1917-1918 

Machinery Conversions, 1918, including a 
partial list of Industrial Conversions 

Important Economic and Military Events 
Chronology, July-Dec. 1941 

Legislative History of Price Control in 
World War I 

Consumers, Goods (other than food), Gov- 
ernment Controls in 1918 

Increases and Decreases in Purchases by 
Civilians in 1918 

Government Controls of Canned Fish dur- 
ing World War I 

Edible Fats and Oils, Conservation and 
Distribution to Consumers, 1917-18 

Gasoline Conservation, 1918 

Government Regulation over Civilian 
Distribution of Canned Vegetables, 
Tomatoes, Peas, and Corn, 1917-1918 

Utilization of Waste Fats, Food Adminis- 
tration Policies, 1917-1918 

The studies listed below are now under way: 

General Study of the Disposition of Labor 
at the Close of World War I 

Transportation, Freight Rates, and Ma- 


rine War Risk Insurance Chronology, 
June 1939 to date 

Fair Price Publications during last half of 
1918—Nine regional analyses of the 
application as a means of retail price 
control. 


The Bureau of Labor Statistics has re- 
cently completed three articles on residential 
construction. The first is a continuation 
through 1941 of its estimates of residential 
construction in all nonfarm areas. The sec- 
ond analyzes the results so far available from 
the Defense Housing Survey for 93 defense 
areas. The volume of public and private con- 
struction in these areas during 1940 and 1941 
are compared by geographic division, and 
distributions of dwelling units according to 
building-permit valuations are also shown. 
The third article summarizes the findings of 
the Defense Housing Occupancy Survey 
conducted in the Bridgeport, Conn. defense 
housing area in February 1942. It analyzes 
the occupants of new privately-financed 
homes by tenure, occupation (i.e., defense or 
nondefense), earnings, period in Bridgeport, 
and amount spent for the new housing. 

The April Monthly Labor Review contains 
a summary of a study of housing and the in- 
crease in population made by the Bureau. 
Housing since the first world war, residential 
construction during the decade 1930-40, 
types of residential construction, regional 
construction, publicly financed housing proj- 
ects, and the distribution of the increase in 
dwelling units between urban and rural non- 
farm areas are discussed. 

An article has been prepared which indi- 
cates the roles of both government and 
private enterprise in providing housing for 
war workers. The Federal program is de- 
scribed in terms of the type of accommoda- 
tions provided, the use of prefabricated and 
demountable units, the workers eligible for 
tenancy, the method of determining rents, 
and the occupancy rates in completed proj- 
ects. 

An article on the extent of collective bargain- 
ing at the beginning of 1942 appeared in the 
May Monthly Labor Review. This article 
summarizes the extent of collective bargain- 
ing in various industries, and the extent of 
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closed or union shop provisions in agree- 
ments. It shows that concurrent with the 
growth in union membership were notable 
extensions in the number of workers covered 
by collective bargaining relationships. This 
was due both to expanded employment dur- 
ing 1941 in already organized plants and oc- 
cupations, as well as the establishment of 
collective bargaining for the first time in 
hitherto unorganized areas. 

An article appeared in the April Monthly 
Labor Review on collective bargaining in the 
paper and allied products industry. This ar- 
ticle gives the extent of unionization, and a 
description of leading provisions of collective 
agreements, based on an analysis of 84 agree- 
ments. The provisions cover union status, 
wages, vacations, seniority, lay-off, and pro- 
motion, military service, health and safety, 
adjustment of disputes, strikes and lock-outs, 
and duration and renewal of agreements. 

The recent demands for seven-day opera- 
tion of plants engaged in war work have 
raised a question as to the appropriate basis 
of payment for workers who are employed on 
Saturday and Sunday. The Bureau has made 
a summary giving the approximate coverage 
of union agreements and the agreement pro- 
visions in twelve war industries. The terms 
of the various union agreements are espe- 
cially pertinent because a substantial propor- 
tion of the workers in each of the war indus- 
tries are already covered by the provisions of 
these agreements. 

Collection of material relating to the oc- 
currence and causes of industrial injuries in 
shipbuilding is now in progress. Analysis of 
these data is expected to indicate first, the 
relative frequency of accidents in the various 
shipbuilding departments; second, the types 
of hazards most prevalent in each depart- 
ment; and third, the man-days of work lost 
by the industry because of accidents. In addi- 
tion, the study will provide information re- 
garding the shift-hour of accident occur- 
rence, the age, and the experience of the 
persons injured. 

One of the projects undertaken on postwar 
studies by the Bureau of Labor Statistics is 
an input-output analysis of the economy in 
1939. Its purpose is to show the composition 


of total national production and its flow into 
and out of the different segments of the econ- 
omy. The work is under the general direction 
of Dr. Wassily W. Leontief, whose book, 
Structure of the American Economy, 1919- 
1929,” presented similar data for that earlier 
period. 


24.2 Bibliography of Economic and Social 
Study Material. New York: National 
Association of Manufacturers, Sep- 
tember, 1941. 33 pp. Free. 

Lists the “You and Industry” booklets, 
official publications of the Association, ad- 
dresses, and miscellaneous items; also audio- 
visual material such as motion pictures, 
sound strip films, slides, and posters. 


24.3 Trade Associations. Philadelphia, The 
Curtis Publishing Company. 

A recent report on Trade Associations, pre- 
pared by the Commercial Research Division 
appraises the current status and functions of 
trade associations and attempts to predict 
their value during the war and under a sub- 
sequent post-war economy. 


24.4 Publications of the Works Projects Ad- 
ministration. 

Seven Stranded Coal Towns (Franklin, 

Saline and Williamson Counties, Illinois) 
Summary of Relief and Federal Work 
Program Statistics, 1933-1940 

Report on Progress of the W.P.A. Program, 
June 30, 1941. This annual report also 
reviews provisions for the current (1942) 
fiscal year and compares them with pro- 
visions in earlier years. 

Federal Work Programs and Public As- 

sistance, January 1942 (Issued monthly) 

Employment on Federal Work and Con- 

struction Projects, January 1942 (Issued 
monthly) 

“Federal Work, Security, and Relief Pro- 
grams,” “Getting Started: Urban Youth in 
the Labor Market,” and ‘‘Vocational Train- 
ing and Employment of Youth” are now in 
preparation and should be ready for distribu- 
tion by July. 


24.5 
As the New England Chapter approaches 
the close of its second year, it has on its rolls 
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114 members, of whom 53 are also: members 
of the national. Monthly dinner meetings 
have been held throughout the year. Most of 
the discussion topics have been oriented 
around the general subject of marketing 
under war conditions. At the March meeting, 
Mr. William Applebaum, Director of Market 
Research for the Economy Grocery Stores, 
talked on the subject “The Effect of the 
War on Food Retailing.”’ At the April meet- 
ing, Mr. M. Leonard Hersey of Socony- 
Vacuum Oil Company talked on “The Ef- 
fect of the War on Petroleum Marketing.” 
The May meeting consisted of a panel dis- 
cussion with representatives of six consumer 
products’ companies reporting their indi- 
vidual views of the subject “Are Present 
Marketing Conditions As Bad as They 
Seem?”’ For the June meeting we expect that 
Mr. Eldon C. Shoup of the New England 
Office of the Department of Commerce will 
report on post-war planning activities of that 
department and of the efforts currently being 
undertaken to cooperate with business, 


25. WAR AND MARKETING POLICY 


25.1 Wartime Shortages—Their Effect on 
Civilian Industries. New York, Re- 
search & Statistical Division of Dun 
& Bradstreet, Inc. 

The extent of material shortages in Amer- 
ican manufacturing and their effect on non- 
defense production in 1941 are shown in ta- 
bles recently completed by the Research & 
Statistical Division of Dun & Bradstreet, 
Inc. The information was obtained by means 
of a questionnaire sent to over 200,000 manu- 
facturers about the end of last year. Replies 
were received from 2,443 manufacturing 
concerns in twenty industries. 

The tables show: 


Proportion of 1941 sales for War Purposes 

Trend of Civilian Sales in 1941 

Ability of Concerns to Meet Civilian De- 
mand 

Chief Obstacles to Civilian Production 

Changes in Distribution Policy by Con- 
cerns Unable to Meet Civilian Demand 

Changes in Selling Effort; Advertising 
Budgets; and Type of Advertising 


Extent to which Simplification was Em- 
ployed in Non-Defense Production 

Number and Proportion of Concerns Using 
Each of Thirty-five Scarce Materials. 

Effect of Material Shortages on Non-De- 
fense Production 

Methods of Meeting Shortages—Finding 
Substitutes or Reducing Use of Scarce 
Material Per Unit of Product. 


25.2 The Rationing of Consumer Goods. 
Victor Abramson and Charles F. 
Phillips, The Fournal of Business of 
the University of Chicago, Volume XV, 
Number 1, January, 1942, pages 
I-20. 

In time of war the effectiveness of private 
enterprise in the distribution of scarce com- 
modities is seriously diminished, thereby 
necessitating Rationing Programs, which are 
usually accompanied by some form of price 
regulation. 

Rationing of consumer goods is likely to be 
applied only to a relatively narrow range of 
commodities, i.e., basic food, clothing, hous- 
ing, and transportation elements. In select- 
ing the commodities to be covered in a Ra- 
tioning Program, the following factors must 
be considered: 


(1) The effects of restricted consumption 
on demands for substitute commodi- 
ties. 

(2) The problem of administration. 

(3) Political considerations. 

(4) The production situation. 

(5) The effect on distribution facilities. 


In some cases rationing of consumer goods 
will be necessary only in certain geographic 
areas, while in other cases rationing will have 
to be nation-wide in scope. 

Rationing may take the form of: 


(1) Voluntary action of buyers and sellers 
supplemented by promotional and 
supervisory activities on the part of 
the Government; or 

(2) Formal and detailed controls estab- 
lished and administered directly by 
governmental authorities; or 

(3) A combination of (1) and (2). 
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The adoption of a plan of rationing will be 
determined by the nature of the commodity 
to be controlled, its importance to civilian 
welfare, the degree of its shortage, the exist- 
ing governmental administrative mechan- 
isms, and the receptiveness of the public 
mind to a particular form of control. 

Voluntary programs of rationing can not 
be relied upon in cases of critical shortages of 
essential commodities. Moreover, it is neces- 
sary to institute an effective plan of ration- 
ing before the shortage situation has become 
serious and before the accumulation of stocks 
in the hands of particular distributors and 
consumers has proceeded so far as to en- 
danger the success of the plan. 

As an alternative to either voluntary or 
compulsory rationing, it has been proposed 
that civilian consumption be curtailed by the 
absorption of consumers’ incomes through 
heavier taxes, governmental borrowing, and 
restrictions over consumer credit. However, 
measures of this type are not readily adapta- 
ble to meeting critical shortage situations in 
the case of specific commodities. A supple- 
mentary form of control which may be of 
great help in a rationing scheme is a program 
of simplification and standardization. 


25.3 An Instaiment Plan for Post-War De- 
liveries. L. Kovacs, Economic Four- 
nal, Volume LI, Number 204, De- 
cember, 1941, pages 492-498. 


The suggestions contained in this article 
are conceived as part of a general plan for 
post-war production and price control. They 
do not pretend to offer an all-round solution; 
but they claim the merit of a useful supple- 
ment to the general plan, and they have the 
advantage that they can be put into opera- 
tion without delay. 

It is suggested that a National Commercial 
Corporation be created. The capital should 
be offered for subscription in a ratio of about 
one-third to industry, one-third to the dis- 
tributive trade, including cooperative socie- 


ties, and one-third to banks and commercial 
finance houses. The Corporation should be 
managed on strictly commercial lines by a 
Board elected by the three groups of share- 
holders in proportion to their holdings, under 
a chairman appointed by the Treasury. 

The object of the Corporation is to sell to 
the public, on the basis of an instalment 
plan, a wide variety of durable consumers’ 
goods at fixed prices, the goods to be de- 
livered not later than eighteen months after 
the end of the war. 

In cooperation with industrial companies 
and the retail trade, the Corporation should 
prepare and publish a catalogue of the goods 
they offer for sale. The goods should be 
offered at fixed prices, which will in no case 
be higher than the prices at which the respec- 
tive articles can be purchased now, including 
purchase tax. The goods should be sold only 
to private individuals for their own use, and 
must not be resold. Sales of the Corporation 
should be limited to a total of, say, £100 
million in the first instance, and should be 
assigned according to plans of production to 
the various industries. The Corporation will 
not calculate a profit for itself on the sales 
prices, but will collect from the purchaser a 
contract fee of 1 s. percent witha minimum 
of, say, 2 s. 6 d. per contract, which should 
be sufficient to cover the Corporation’s ex- 
penses. It will also have the use of the instal- 
ment moneys. During the war these funds 
will be invested in Treasury Bills or Govern- 
ment securities. 

The Corporation will place orders with 
manufacturers in accordance with their cata- 
logue specification. In preparing specifica- 
tions great attention should be paid to the 
standardization and simplification of designs 
and to the utilization of the latest improve- 
ments and modernization. Orders should be 
placed at fixed prices based on costs plus nor- 
mal industrial profit. The calculation of post- 
war production costs will, of course, create 
considerable difficulties, which however 
should not be insurmountable. 
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THe Price or Mitk, by R. W. Bartlett. 
Danville, Illinois: The Interstate Printers 
and Publishers, 1941. Pp. 171. 


Apparently writing to produce action 
rather than to add to the literature in this 
field, Doctor Bartlett has presented a unique, 
concise, and effective discussion of factors 
influencing the price of milk and what may 
be done about them. 

His eight chapters deal with the milk 
problem (high prices, low consumption); 
monopoly; price systems that failed; pro- 
posed government remedies; a price system 
that works; increasing consumption by low- 
ering costs; quality control and milk price; 
and antitrust enforcement. 

Working on a New England dairy farm 
and milk route, later studying intensively 
the milk marketing problems of eastern 
cities, then making a thorough analysis of 
milk marketing in the Middle West, Doctor 
Bartlett is well qualified for the task he has 
performed. 

He believes milk prices to consumers can 
be reduced by removing dealer and labor 
union resistance to less expensive methods of 
distribution, by eliminating needless and 
expensive quality requirements, by wiping 
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out monopolistic practices in the country’s 
milk markets—and, points out how these 
changes may be brought about. 

Differing with prominent technical milk 
marketing men and milk dealers, Bartlett 
shows that the demand for milk is elastic, his 
views being supported by recent research 
studies. 

As “‘a price system that works” he com- 
mends the flexible, producer-dealer price 
system based on changes in butter and con- 
densery prices, now in operation in the 
Chicago and St. Louis milk markets. Its 
advantages: (1) changes in consumer in- 
comes are reflected quickly; (2) it facilitates 
prompt response to changed supply-demand 
conditions; and (3) existing agencies and 
marketing machinery are used to a more 
effective end. 

As a means toward lower milk prices to 
consumers, emphasis is put upon (1) lower 
store prices, (2) sale of milk on a quantity- 
discount plan, and (3) reduced transporta- 
tion costs from producers to distributors. 

Contrasting milk inspection costs of } cent 
per 100 pounds in New York City with a cost 
of five cents per 100 pounds in St. Louis, the 
author favors major emphasis upon inspec- 
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tion of the milk rather than upon the sur- 
roundings of its production. 

The discussions of dealer and labor union 
resistance to changes in methods of distribu- 
tion, of monopolistic practices in the milk 
industry, and of antitrust enforcement are 
forthright and pertinent. 

This book will be welcomed by teachers of 
marketing. It will be widely read in the 
trade. 

R. C. Asusy 
University of Illinois 


Tue Economic Errects or ADVERTISING, by 
Neil H. Borden. Chicago: Richard D. 
Irwin, Inc., 1942. Pp. xl, 988. $5.00. 


This important book is divided into the 
following eight parts: the development and 
use of advertising by businessmen—econom- 
ic background; the effect of advertising on 
the demand for products and services; the 
effect of advertising on the costs of products 
and services; the relation of advertising to 
prices and pricing practice; the effect of ad- 
vertising on the range of products, on qual- 
ity, and on consumer choice; the effect of 
advertising on investment and volume of in- 
come; ethical aspects of advertising; sum- 
mary. Following these major divisions are 
seven appendices which provide data on 
sources of information, methods, and forms 
used in making the study. 

Professor Borden has tied advertising 
definitely to the capitalistic free enterprise 
system. Advertising, as a tool of that system, 
has been analyzed from what would seem to 
be every conceivable angle. In such an analy- 
sis it is natural that the findings should be 
both good and bad. There will be a tendency 
for readers to accept those findings which 
substantiate their particular beliefs, and 
reject or “forget” those that are out of 
harmony with their current policies. Men- 
tion should be made of two such items in the 
Borden book. 

Emphasis is placed on the force of adver- 
tising in establishing price rigidity in some 
fields. The suggestion is made that business- 
men make more use of price competition. 
The following excerpt illustrates this point: 


“The lack of sensitivity of prices of advertised prod- 


ucts indicates that manufacturers who have established 
consumer preferences for their products generally as- 
sume that advertising has made the demand for their 
brands inelastic and that they can hold prices relatively 
stable in times of general price decline without loss of 
volume. An impression gained from the study is that 
advertisers as a rule, although there are numerous ex- 
ceptions, have become unduly wed to the notion of 
price rigidity and that they are loath to explore the 
possible degree of elasticity of demand for their products. 
In many instances they do not venture to experiment 
to determine the effect of lower prices as a means of gain- 
ing sales volume” (pp. 864-865).... “The entry of 
effective price competition in some of these fields has 
been too long delayed” (p. 874). 


On the matter of supplying consumers 
with more product information, Professor 
Borden says: 

“Since a broad survey of advertising usage indicates 
that when detailed information is provided it is because 
buyers desire the data, concerns in many fields should 
give careful thought to furnishing the sort of information 
which consumers may want and from which they may 
benefit. Thereby the business firm itself may profit. 
Such a procedure need not detract from the interest, 
attractiveness or persuasiveness of an advertising cam- 
paign, which is essential to low advertising costs” 
(p. 880). 

One should not conclude that the two 
excerpts given here are typical of all conclu- 
sions reached by Professor Borden. These 
have been selected because they are particu- 
larly pertinent to advertising policy today 
and because emphasis on them might help 
in reshaping the policy of some firms. 

It is not possible to report other findings 
in detail. The reader, however, will find data 
bearing on all aspects of the economic factors 
suggested by the titles of the eight parts of 
the book. 

The Borden study will most certainly be 
accepted as an authoritative source-book on 
the difficult field of the economics of adver- 
tising. Undoubtedly all teachers of advertis- 
ing will require their students to familiarize 
themselves with the contents of this volume. 

Let us hope that it will also be accepted as 
a guide to legislators and businessmen who 
shape advertising policies. 

C. H. SaAnDAGE 
Miami University 


Oxford, Ohio 


INTRODUCTION TO MopDERN Reraitinc, by 
N. A. Brisco and Leon Arnowitt. New 
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York: Prentice-Hall, Inc., 1942. Pp. xii, 

341. $2.00. 

Authors Brisco and Arnowitt in this 
volume provide an elementary text calcu- 
lated to assist high school and college stu- 
dents in retailing. The book is especially 
adapted to the needs cf adults seeking to 
improve their understanding of modern re- 
tailing methods, either in evening classes or 
through home study. Every effort is made to 
achieve simplicity and at the same time 
provide comprehensive coverage. 

Factors involved in the successful opera- 
tion of retail enterprise are summarized in 
the second chapter and then treated in ap- 
propriate detail in the seventeen remaining 
chapters. These chapters cover store plan- 
ning in terms of: functional organization; 
consumer relations; sources of commodity 
supply and the organizational machinery of 
commanding these supplies; objectives and 
plans for pricing, controlling, merchandising, 
and selling stock; store management and 
personnel administration; devices for sales 
promotion other than salesmanship; and 
finally, monetary control and legal founda- 
tions. Abundant illustrations of standard 
retail forms, recommended for store use, 
and pictures of various phases of retailing 
heighten reader interest and serve to clarify 
the subject matter. 

The authors unquestionably achieved 
their objective. Additional sources at the end 
of each chapter provide an outlet for the 
interest of those students desiring more than 
an elementary understanding of the subject 
matter treated. Unfortunately, however, 
specific chapter or page citations are not 
given. To the reviewer there is only one 
source of regret, one certainly not unique 
with this book. No mention is made of the 
importance of initially selecting a suitable 
store site, although this consideration alone 
more often than not conditions the success or 
failure of retail enterprise. 

Matcoi J. Prouproor 
Washington, D. C. 


Store SALEsMANSHIP, by Brisco, Griffith 
and Robinson. New York: Prentice-Hall, 
revised edition, 1942. Pp. xiii, 472. $1.60. 


This book is a revision of the one published 
in 1932 by these authors under the same 
title. In the preface, attention is called to the 
employment and promotional opportunities 
in retailing and to the increased interest in 
vocational training for this field as evidenced 
by the federal aid provided under the terms 
of the George-Deen Act. 

The book begins with a discussion of retail 
selling as a vocation, with a brief description 
of the organization in a large retail store. The 
next chapter deals with desirable physical, 
mental, social, and character traits. Much of 
this chapter is admonition. There is a check 
list to be used for self-rating. 

The next seven chapters treat the selling 
process. The headings of these chapters fol- 
low the usual order found in most books on 
salesmanship: how to open the sale, sizing 
up the customer, presenting the merchah- 
dise, learning the selling points of the mer- 
chandise, meeting sales resistance, closing 
the sale, and the use of suggestion for increas- 
ing sales volume. The material appears not 
to differ in any essential respect from that in 
other books on retail store selling, but the 
two chapters on the selling points of mer- 
chandise present a lot of information in a 
very compact form. 

In this revised edition, three new chapters 
on Selling Arithmetic, Display, and Adver- 
tising have been added. There is an almost 
completely new chapter on Rating Sales- 
people. Also the chapters dealing with Store 
System and Salespeople’s Rewards and 
Activities have been brought up to date. 

This text appears to be intended primarily 
for vocational classes in distributive educa- 
tion, whether they be in a senior high School, 
a junior college, or classes in a retail store 
conducted as a part of an emplovee-training 
program. The chapters are divided into 
“topics” which correspond to the “units” 
which so many teachers like to assign to their 
classes. There are plenty of illustrations and 
cases for class discussion. There appears to 
be nothing new or sensational in the book, 
but it does offer most of the general knowl- 
edge which the salespeople should have. 


Haro tp M. Haas 
Rider College 
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SuccessFruL Co.iection § LetrTers, by 
William H. Butterfield. New York: Mc- 
Graw-Hill, 1941. Pp. xvii, 250. $2.50. 
This book is divided into two main divi- 

sions. The first takes the reader on an inter- 

esting journey of constructing the collection 
letter, highly documented with excerpts from 
actual letters showing how and how not to 
write collection letters. The chapters entitled 

“Check Appeals’? and the “Seven Sins of 

Collection Writing” should prove valuable 

to anyone who is called upon to write collec- 

tion letters. 

The second part of this book is composed 
of fifty letters written by business firms and 
tested for results. These letters are from firms 
in different parts of the country dealing in 
various goods and services and representing 
diverse approaches. Each has one thing in 
common—it obtained results. Some of these 
letters were written early in the collection 
cycle, others late, but each is accompanied 
by an analysis of why it was successful and 
the per cent of accounts collected by the 
letter. 

The author has definitely accomplished 
his purpose of showing how to write better 
collection letters. This book should be on the 
desk of every credit manager. It is a guide 
that is not only practical but also interesting 
to read. From a teaching standpoint, it 
makes an excellent text for outside reading 
when covering collection letters as it is a 
book that will grasp the student’s interest 
and one that a student will read on his own 
volition. It also will make an ideal text for 
use in collection correspondence classes 
offered to business men under the auspices 
of local credit associations and university 
evening classes. 

A. F. ScHALK, Jr. 
Bowling Green State University 


Pianes oF Livinc 1n CuyAnoca County, 
Part I, pp. 89, and Part II, pp. 723, by 
Howard Whipple Green. Cleveland: Real 
Property Inventory of Metropolitan 
Cleveland, Inc., 1941. $15.00. 

Part I of this publication is the summary 
of the findings and conclusions drawn from 
the tables which comprise all of Part II. The 


project is a thorough basic analysis of the 
county which includes the great city of 
Cleveland. 

Small units of area broken down by the 
Bureau of the Census and known as “‘tracts”’ 
are used as a basis in conducting the inquiry. 
Each tract was considered from 81 angles 
with 81 classifications resulting; each por- 
trayed by maps which comprise the entire 
first volume—together with seven pages of 
explanation. 

The analysis provides information on the 
number of families, white and negro; the 
number of family units occupying one- 
family, two-family, multiple-family, and 
other types of dwellings; and the length of 
time these homes have been occupied or 
vacant. A separate map is used to show each 
situation. 

Another set of tables and corresponding 
maps refers to the different rental values of 
these dwellings, an analysis of the owned 
homes from the standpoint of their rental 
values in eleven different classifications, 
owned mortgaged homes and those free from 
encumbrances, and breakdowns based upon 
the type of construction of these homes. Also 
included is an analysis of those habitations 
unfit for human occupancy, those needing 
minor, and those requiring major repairs to 
fit them for acceptable living conditions. 

Family units with, and without water- 
closets, and also information concerning the 
number and types of baths—tubs and 
showers—is included, and those family units 
which are equipped with both hot and cold 
running water, those with cold water only, 
and the ones without any water at all are 
other classifications. 

Lighting facilities were also inquired into: 
whether by gas or kerosene; the means of 
cooking: either by wood, coal, or kerosene. 
Heating equipment and methods of refrigera- 
tion are also included in this study. The num- 
ber and types of automobiles and much data 
of interest regarding incomes as well as the 
methods of transportation to and from work 
of the income earners in this great metropolis 
are tabulated. Finally an analysis of all 
dwellings from the standpoint of age is given 
under seven age groups. 
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Part II of this publication is composed 
entirely of the tables of data from which the 
maps in Part I are constructed. The work 
entailed in this project was done to a large 
extent by W.P.A. men and women super- 
vised by experienced statisticians under the 
direction of the Real Property Inventory of 
Metropolitan Cleveland, Inc., and supported 
by Cleveland’s banks, daily newspapers, 
public utilities, Cuyahoga County, and oth- 
ers. 

On the whole, here is a contribution to city 
market studies (and particularly to anyone 
interested in the city of Cleveland) for it 
provides basic information of great value. 
The work could also be profitably used as a 
key or pattern which other cities could bene- 
fit from and follow in providing the market 
analyst with material which would otherwise 
require many hours of minute, and painstak- 
ing effort. Let’s hope that other municipali- 
ties see fit to follow suit. 

Cuar_es H. Fernatp 
University of Arkansas 


GovERNMENT ConTrROL oF Business, by 
Harold D. Koontz. Boston: Houghton 
Mifflin Company, 1941. Pp. xiv, 937. 
$4.50. 

A text book, this study offers exception- 
ally complete coverage of government rela- 
tionships to business prior to the war. For 
the student it is likely that the strongest im- 
pression that will be gained is of the wide 
scope and extent of government regulation 
even before the war, or before Roosevelt. 
Even professional wartime planners may be 
somewhat impressed by this recital of the 
comprehensive pre-war controls. But there 
are more than impressions to be gained from 
such a detailed survey of government regula- 
tion, and many a professor and research man 
will want to keep this book on his self as a 
handy reference on the subject of govern- 
ment control. Covered are the control of 
transport (railroads, motor, water, pipe lines 
and air), public utilities, security issues, the 
organized exchanges, agriculture, coal, oil, 
labor (wages and hours, health, safety, and 
social insurance), government promotion and 
ownership of business, and the trust problem 


and the regulation of competition. It should 
be noted that not only government regula- 
tion, but also government assistance of busi- 
ness, is treated. 

This is not, however, a mere compendium 
of laws and regulations. The broader eco- 
nomic implications of each type of regulation 
are reviewed. Thus, the agricultural program 
is sharply questioned because of its restric- 
tion on production. In most cases the eco- 
nomic analysis is satisfactory to this re- 
viewer. It combines orthodox theory with 
judicious use of the theory of monopolistic 
competition. A few slips may be mentioned, 
e.g., ‘a railroad rate is economically wise if it 
brings an increase of traffic at a return above 
the variable costs of handling it,’”’ and the 
statement that discrimination would not be 
practiced if all costs were variable. There 
seems to be also too much optimism about 
the possibilities of allocating cost accurately 
(e.g., p. 121). On the whole, however, the 
economic analysis is a strong feature of the 
presentation. 

It would be convenient to classify the au- 
thor in respect to political bias, but he ap- 
pears to be an impartial academic observer 
of the type that defies classification. In his 
tender treatment of the railroads, and in his 
suggestion that the Sherman Act may be 
adequate as it is, the author appears to be 
“conservative,” but he does not shrink from 
his logical conclusions that stricter govern- 
ment regulation or even government owner- 
ship may be desirable for many types of busi- 
ness. 

From the standpoint of marketing men, 
it may be somewhat disappointing that re- 
sale price maintenance and the Robinson- 
Patman Act are given somewhat short treat- 
ment. While the author is critical of Fair 
Trade laws, he misses the point that many 
marketing men have raised that these laws 
will not even prove of much benefit to their 
proponents in the long run. His judgment on 
the Robinson-Patman Act is unfavorable, 
whereas some marketing analysts have re- 
garded this law as a step in the direction of 
more perfect competition, in that it is really 
an “anti-monopsony” law. 

One cannot, naturally, expect everything. 
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This study is exceptionally comprehensive, 
and covers not only federal but also state 
regulation. In respect to public utilities it 
covers also municipal regulation. From the 
marketing viewpoint, however, it is regretta- 
ble that municipal regulation of competition 
is not covered, as it manifests itself through 
Green River ordinances and municipal li- 
censes. The extremely important current 
problem of interstate barriers to domestic 
commerce is also somewhat neglected. It 
could hardly be expected that the bridge be- 
tween pre-war and wartime planning be ex- 
plored in such a study, but present practi- 
tioners will have to supply this bridge 
themselves in order to make this work vital. 
The least that can be said is that the present 
study may be of inestimable aid in such con- 
struction. 
E. R. Hawkins 
University of Pennsylvania 


Rapio REsEarcu, edited by Paul F. Lazars- 
feld and Frank N. Stanton. New York: 
Duell, Sloan and Pearce, 1941. Pp. xvii, 
333- $2.50. 

Six studies comprise this volume. Three 
concern programs; three others listening. As 
a whole they seem introductory rather than 
definitive, evidencing perhaps the relatively 
young radio industry and research about it. 

Foreign Language Broadcasts, by Rudolf 
Arnheim and Martha C. Bayne, compares 
eastern and western programs, especially as 
regards their Americanization aspects. In 
general, they are found to be not dangerous 
but also, not helpful, in that the program 
caliber is old-world, not high, and generally 
nostalgic. 

Duncan MacDougald gives the “inside 
dope” on the making of popular song hits 
and radio’s importance in helping to stand- 
ardize these ‘‘musical products.” Not popular 
taste, growing over a considerable period, 
determines a “‘hit tune” today; rather a defi- 
nite system managed largely by the bigger 
publishers. Sales of hits are cut to Io per cent 
to 15 per cent, and their popularity to sev- 
eral months, as compared to one to two years 
a couple decades ago. 

The Beethoven symphony particularly is 


studied by Dr. T. W. Adorno in the third 
program research. The claim that radio is 
spreading a knowledge of and liking for good 
music is qualified considerably, as radio 
changes music: “‘. . . they are changes of the 
symphony’s own essential structure. . 
what does come out opposes that structure 
and constitutes a serious obstacle to its 
realization”’ (p. 136). 

An interesting comparison is found with 
the preceding study in the first of the ‘ tis- 
tener’ group—Suchman’s “Invitation to 
Music.”” That new musical listeners are 
created by radio is definite, but they are of a 
different type from the older devotees of 
music, are less interested in the actual con- 
cert hall performance and in playing musical 
instruments themselves. While Dr. Adorno 
was concerned with the character of the musi- 
cal knowledge gained, and found it none too 
good from a serious musical viewpoint, this 
study delved into the initiating, developing, 
and supplementary role of radio music of a 
serious nature. 

Frederick Meine tackled the problem of 
the comparative importance of radio and the 
newspaper among high school youth. If his 
Trenton, N. J., sample is indicative, newspa- 
pers need have little fear of being superseded 
by radio. Radio is a preferred source, but as 
these students grew older, interest in serious 
news and newspaper reading both increased. 
Radio is but a new source, radio and the 
newspaper supplementing each other. 

What influence radio has upon farm fami- 
lies is studied by William Robinson in the 
final paper. One county in Illinois was the 
sample, the number of ‘‘cases’’ seldom being 
over 100 for the specific items studied. A Ne- 
braska county furnished some supplemen- 
tary data. In general, these rural people were 
found unsympathetic to educational or 
propagandistic material against their al- 
ready established views. The necessity for a 

“psychological preparedness [as] a prerequi- 
site to serious listening’ was found to ham- 
per educational broadcasts; their audience 
was that least needing the material. . 

Radio Research, 1941, may disappoint 


some readers if they come looking for any 
analysis of radio research in 1941. Most of 
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these studies apparently were done earlier. 
Too, they frankly indicate that much of the 
surface hasn’t been scratched; that these 
studies but point the way to many and more 
detailed analyses that need to be made. 
These six studies are representative of the 
academic approach to research—at least 
they seem to this reviewer to have a familiar 
ring to them. On the other hand, they do not 
seem to savor of the promotional radio re- 
search which has recently had itself charac- 
terized as “‘the razzle dazzle of this business 
of broadcasting.’ (Variety, Jan. 7, 1942, p. 
119.) 

Haroitp A. ConnER 

New York University 


DistripuTion Cost ANnAtysis, by Donald 
R. Longman. New York: Harper & Broth- 
ers, 1941. Pp. xix, 280. $4.00. 

This book is an ambitious attack on the 
problem of developing a technique of attain- 
ing and maintaining “the maximum practi- 
cal degree of efficiency”’ in distribution (p. 1). 

As the author puts it, “cost analysis must 
be considered a branch of accounting. Its 
problems are not to determine business ex- 
pense as such but rather to provide insight 
into the contributions to profitable operation 
that are made by incurring various expenses” 
(p. 1). Efficiency is defined as “‘the attain- 
ment of a given objective with the least pos- 
sible effort or cost’”’ (pp. 1-2). Measurement 
of efficiency is to be in terms of cost and in- 
come. He points out (p. 5) that while “visual 
appraisal of the efficiency of operation’’ is 
easy in the small firm, the addition of more 
products, the extension of the area covered, 
and the solicitation of new types of custom- 
ers “all increase the number of possibilities 
for waste to develop: unnoticed...” The 
author specifically excludes from considera- 
tion the measurement of opportunities for 
sale, a task falling in a distinct field known as 
“market analysis’’ (p. 7). 

After outlining in Chapters II and III 
“Present Methods of Measuring Marketing 
Efficiency in Terms of Cost,” the author de- 
votes Chapter IV to ‘Marketing Functions 
and Functional Cost Classification.” In this 
he lists §9 separate marketing functions (pp. 


43-49) and suggests the accumulation of 
costs by functions. This list conforms to the 
following definition: “‘A marketing function 
is an activity that is performed by a dis- 
tributor because it is individually necessary 
to business operation under the existing poli- 
cies (not merely incidental to the perform- 
ance of other activities) and that encom- 
passes details of work of the same general 
kind” (p. 42). 

After some further criticism of present 
methods in Chapter V, he proceeds in Chap- 
ters VI to IX to develop his own techniques. 
He develops standards of cost for operation 
at full capacity as a basis of measuring 
“waste”; develops a method of segregating 
“wastes” arising from price changes, labor 
inefficiency, or subcapacity operation. 

In Chapter X he outlines a method -of 
measuring profits or losses from various dis- 
tribution policies such as “‘(1) the number 
and variety of products offered for sale, (2) 
the area of operation, (3) the types of im- 
mediate customer to whom appeal is made, 
(4) the channels of distribution, (5) the serv- 
ices to be rendered, (6) the types of transac- 
tions promoted and accepted, and (7) the 
unit of sale accepted.” 

Then follow chapters on “Profit Determi- 
nation by Commodities and Customers,” 
“Profit and Loss by Unit of Sale,” “‘Analysis 
of the Value and Contribution of Services 
Offered: Credit,’ ‘“‘Delivery, Alterations, 
Repairs, Storage, and Returns,” and ‘“‘Analy- 
sis of Transaction Types.” 

The last five chapters in the book cover, 
respectively, “Converting Product and Cus- 
tomer Losses into Profit” (some 76 num- 
bered rules or procedures, pp. 199-216), 
“Technical Criticisms of Distribution Cost 
Analysis,” ““The Cost of Distribution Analy- 
sis, and Other Criticisms,’”’ ‘“‘Cost Analysis 
and Prices’ (a basis of pricing), and “The 
Robinson-Patman Act and Distribution Cost 
Analysis.” 

This book represents an attack on a job 
that badly needs doing. However, in the 
opinion of the reviewer, the author oversim- 
plifies the problem and overvalues the re- 
sults. It is, of course, possible to accumulate 
accounting data by function, as, for exam- 
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ple, “‘floor selling,” ‘outside selling,” “credit 
authorization,” ‘‘delivery,” etc., and to sub- 
divide these so as to ascertain the functional 
costs by commodity, by area, by type of 
transaction, by unit of sale, etc., and then 
perhaps to recombine so as to get total dis- 
tribution costs by commodity, etc., but each 
succeeding operation becomes more involved. 
However, after the detailed cost data have 
been developed with presumably a high de- 
gree of accuracy (one illustration shows re- 
sults carried to four decimal places, p. 162), 
one may well question whether he really has 
results with which to say how efficient a 
given plan of selling is, whether it pays to 
advertise a bit more, to reach into a new 
area, or to take on a given customer or type 
of customer—or in any of these cases to do 
the reverse if that proved to be the way to 
increase profits. 

In the first place, the mere fact that a 
firm, at full capacity, is as good as “‘the best 
25 per cent’’ is no evidence that it is doing 
the best it can do. Some firms would be bet- 
ter than the rest even if the whole industry 
were inefficient! This particular firm may be 
so favorably situated that it should be at the 
top of the list instead of at some midpoint— 
but the proposed procedures would not show 
it. 
In the second place, the methods sug- 
gested do not serve to measure marginal re- 
turns for given activities. It is not clear how 
carving up and recombining cost data will 
tell in any of the above cases whether “‘it 
pays.” That is, if one spends a little more on 
advertising, do the additional sales leave a 
net additional balance? If a driver goes a bit 
out of his way to take on an additional cus- 
tomer, do the extra sales leave an added bal- 
ance? 

The reviewer is inclined to consider the 
proposed refinement in cost analysis largely 
futile from a management point of view, be- 
cause any business establishment is in a 
sense analogous to a living being in which 
the different parts and functions are geared 
to each other and highly interdependent. 
Certain costs are indeed directly attributable 
to given functions, but the allocation of such 
costs as those for management and for most 


fixed investments must be arbitrary since 
these supply the framework that holds the 
various functioning parts together. Although 
the author occasionally recognizes these in- 
terrelationships, his procedures practically 
exclude any consideration of them. 

Readers of this book may be interested to 
compare it with two other studies. One is a 
study of 68 creameries' in which costs are 
first classified as elementary costs and then 
reclassified as process costs. The first classi- 
fication divides all costs into the elements of 
production, such as buildings, equipment, 
labor, management, etc., and the second 
divides them up on the basis of processes 
such as receiving, Babcock testing, prepara- 
tion for churning, etc. The resulting data for 
the 68 creameries are then analyzed by a 
multiple correlation process. The second 
study? takes the monthly data for a leather 
belt shop for a period of 33 years and by 
means of multiple correlation procedures es- 
tablishes cost relationships with varying out- 
puts. Neither of these two studies, of course, 
does just what Mr. Longman proposes to do, 
but the approaches may be suggestive. 

H. E. ErpMan 
University of California 


IMPERFECT COMPETITION WITHIN AGRICUL- 
TURAL INnpustRIES, by William H. Nich- 
olls. Ames, Iowa: The Iowa State College 
Press, 1941. Pp. xiv, 384. $3.75. 

This is an application of the analytical ap- 
paratus developed by Chamberlin, Robin- 
son, and others to the agricultural processing 
and distributing industries. The possible 
equilibria arising under various degrees of 
competition and monopoly are explored geo- 
metrically and the effect upon producers, 
consumers, and handling agencies deter- 
mined. Where the final result of the analysis 
approximates the actual situation for some 
commodity, such factual data as are availa- 
ble have been employed in an analysis in 


1 Black, John D., and Edward S. Guthrie, Economic 
Aspects of Creamery Organization, University of Min- 
nesota Technical Bulletin 26, December, 1924. 

2 Dean, Joel, The Relation of Cost to Output for a 
Leather Belt Shop, Technical paper No. 2, National 
Bureau of Economic Research, 1941. 
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terms of the developed theory. A liaison is 
thus established between theory and experi- 
ence. The results are important but will 
prove hard reading for most marketing men. 

The theoretical analysis becomes quite 
complex in places, some of the diagrams in- 
volving seven or more curves. Moreover, 
there is some obscurity occasioned by the 
author’s style. He enjoys allegorical figures 
of speech. The conclusion on oligopoly oligop- 
sony, for example, begins with the following 
observation: ““By now the reader may well 
feel that he has asked for bread and has been 
given a stone. But he will at least be fore- 
warned that the stone is not bread and hence 
should not be swallowed whole. Realizing 
this he may find the stone a very useful tool 
if he chooses to make his own bread.” 

The most important contribution in the 
analysis has been the study of the cases 
where there are individual firms or a small 
number of them acting both as buyers and 
sellers. Thus a single firm may occupy a 
monopoly-monopsony position, that is, have 
both a buying and selling monopoly. As 
would be expected, it is found that such a 
firm may increase its income above what it 
would receive if operating solely in either of 
the monopoly situations. The bulk of the 
analysis deals with oligopoly-oligopsony, the 
situation where there are a small number of 
important firms. Under complete merger the 
results are the same as when a single monop- 
olist is operating. Formal collusion or a lack 
of knowledge relative to the action of others 
modifies the situation to the benefit of pro- 
ducers and consumers. The analysis also 
points to the probability that when the in- 
dustry is dominated by a few large firms 
their buying and selling policies will be non- 
aggressive between themselves and the re- 
mainder of the small competitive firms in the 
industry. The short-run results are abnor- 
mal profits, the continuance of which de- 
pends upon the ability of new firms to enter 
the industry. 

The closing chapters modify the rather 
precise mathematical results of the earlier 
portion of the book by introducing considera- 
tions of service and product differentiation, 
price discrimination, and economic dynam- 


ics. Here the analysis becomes more realis- 
tic, but the limitations of our analytical pow- 
ers are increasingly obvious. The author 
frankly admits the limitations. Nevertheless 
this application of the newer tools of eco- 
nomic analysis to the problems of marketing 
research is well worth study by all in the 
marketing field. 

Warren C. Walte 

University of Minnesota 


Druc Store MANAGEMENT, by Herman C. 
Nolen and Harold H. Maynard. New 
York: McGraw Hill, 1941. Pp. xiv, 570. 
$4.00. 

This book ‘describes and analyzes meth- 
ods, policies, and practices that have proved 
successful in drug stores throughout the 
United States.” It has been written for the 
use of those engaged in the drug store buisi- 
ness and for students in schools of pharmacy 
rather than as a text for use in the average 
school of business. However, quite a number 
of the chapters (especially those toward the 
front and those toward the back of the book) 
will be valuable as library reading for the av- 
erage student of retailing. 

The first chapter presents ‘““Pharmacy as a 
Career” showing the opportunities open to a 
person in this field. If one is to be successful 
in a field he, himself, should be sold on the 
value of that field. The next twelve chapters 
discuss, step by step, what a person must do 
to set himself up in business in a drug store. 
Among the problems discussed and analyzed 
are those of the form of business organiza- 
tion, whether to buy an existing store or 
open a new one, and planning the layout of 
the store. Buying, pricing, advertising, and 
personal selling of drug store merchandise 
follows. The next six chapters go into con- 
siderable detail discussing the merchandising 
practices of various departments in a drug 
store. The scholar might question the inclu- 
sion of such pages as the one on “a useful 
formula for a chocolate malted milk’’; yet 
such details doubtless make the book more 
valuable for one in the drug store business. 
The remainder of the book covers personnel, 
accounting, laws, and insurance problems of 
the drug store owner. 
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The authors in writing the book have used 

a clear and interesting style while the pub- 
lishers have done their part in using good pa- 
per and an easy to read type. A considerable 
number of illustrations add to the interest of 
the book. When one finishes reading this 
book he is convinced that its authors have 
done a commendable job in covering the field 
of drug store management. It reveals a sound 
scholarship in its handling of retailing prin- 
ciples and a wide knowledge of drug store 
practices. 

C. W. BarKER 

Indiana University 


Arr TRANSPORTATION, by Claude E. Puffer. 
Philadelphia: The Blakiston Company, 
1941. Pp. xxiv, 675. $3.75. 

This book presents the history, growth, 
regulation, and economic aspects of the 
aviation industry. Included are the activities 
and decisions of the Civil Aeronautics Board, 
the evolution of the air-mail service, a clear 
and concise discussion of air rates, and the 
economic and legal characteristics which 
bring the aviation industry under federal 
rather than state control. 

According to Mr. Puffer, air transporta- 
tion is more expensive than other means at 
the first glance. But airlines usually serve 
meals at no additional cost, the speed saves 
many executives valuable hours that would 
otherwise be lost, some airlines furnish 
transportation to and from airports, and tips 
are not allowed. Taking all these things into 
consideration, air travel is only slightly more 
expensive than travel by train. 

Air Transportation affords an opportunity 
to become better acquainted with the im- 
mense possibilities of commercial aircraft 
and with the rules and regulations which 
govern the industry as laid down by the Civil 
Aeronautics Board. 

SHEALY E. McCoy 
University of Georgia 


Market ManaGement, by John Freeman 
Pyle. Ypsilanti, Michigan: University 
lithoprinters, 1942. Pp. iv, 405. $3.00. 

As stated in the preface, the purpose of 


this book is ‘“‘to present to the reader the 
point of view of private enterprise operating 
in an environment where social responsibility 
must and should be recognized; to indicate 
the different interests ...; to demonstrate 
the need for and the methods of securing 
facts ...; and to indicate that some deci- 
sions must be made without a satisfactory 
background of facts and experience... .” 

An impressive logical sequence of thought 
is developed in the 16 chapters arranged in 
five parts. The first section considers sound 
and ethical practices and policies incident to 
the maintenance of good will. Then follow 
the need for planning, the psychological and 
product point of view of the buyer, and the 
selling procedure and administrative con- 
trol. The final section presents problems of 
internal control and social legislation as they 
apply to marketing. 

Both the humanistic and the mechanistic 
phases of market management are combined 
to present marketing organization as a co- 
ordinate whole. The author believes that in 
order best to serve the consumer, profits 
must be both ethical and legitimate. The 
social responsibility is aptly stated, “Market 
management, to be successful over the long 
run, must not overlook its responsibilities or 
public authority may resort to drastic regu- 
lation and control of even purely managerial 
functions.’’ However, he continues with the 
thought that objectives and _ procedures 
should be scientifically developed in order to 
reduce costs and enhance profits. A scientific 
procedure requires a careful selection of mar- 
kets, an effective organization, sound poli- 
cies, and suitable marketing instruments. 

This book may be read with equal facility 
by one not especially conversant with tech- 
nical terms, by the student in the class room, 
and by the marketing counsellor. Each chap- 
ter uses only those terms which have been 
previously explained or carefully defined. 
While the subject matter pertains primarily 
to sales, one in charge of production or per- 
sonnel should have this volume in his li- 
brary. 

Except for the fact that the print is diffi- 
cult to read and the arrangement of the ma- 
terial on the pages creates an unfavorable 
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psychological reaction in the mind of the 
reader, the book is well adapted to class room 
use in a course in sales management. Review 
questions are found at the end of each chap- 
ter. 
E. G. Rasmussen 
Vanderbilt University 


MERCHANDISING OF Fasuions, by John B. 
Swinney. New York: The Ronald Press 
Company, 1942. Pp. xvi, 397. $4.00. 
Skillfully translating the gleanings from 

case histories into fundamentals of the best 
merchandising practice, the author organizes 
his subject into logical divisions: history of 
fashion merchandising, from the haute-cou- 
ture stage through its westward advance to 
the spectacular rise of the American popular- 
garment industry; fundamentals of design, 
production, planning; deciding what fash- 
ions to buy and buying in the light of tested 
coordination; manipulating stock for volume 
returns; dramatizing for effective advertising 
and display; selling and altering for consumer 
satisfaction; and finally, labor and design 
protection, reflecting the author’s sober un- 
derstanding of the problems of management 
of both the better-dress and popular-priced 
garment industry, tempered by a sympa- 
thetic concern for the historically exploited 
garment worker. 

Two groups of readers in particular will 
profit from this well-indexed and topical vol- 
ume: (1) all merchandisers, from the top 
executive to the ambitious young clerk on 
the selling force; (2) students of merchandis- 
ing on the job-training level. 

Certain highlights of the book add fresh 
material to the traditional literature on re- 
tailing practice. Mr. Swinney’s new empha- 
sis on what independent merchandisers can 
learn from an analysis of the efficiencies of 
central and group buying by chain stores is 
substantiated by his actual contact with in- 
dependent- and chain-store heads in promot- 
ing cooperative effort. Certain chapters are 
enlivened by tragic and success stories of op- 
erators of specialty shops up and down Fifth 
and Madison Avenues. He takes the reader 
behind the scenes with executives of such 
large custom-dressmaking shops as Bonwit 


Teller’s, for example, to observe sales psy- 
chology at its peak. Furthermore, his pres- 
entation of both sides of the risk of owner- 
ship of small specialty stores is a well-sea- 
soned guide to ambitious students or weary 
buyers anxious to branch out for themselves. 

Finally, the author’s first-hand experience 
with manufacturers in the Parisienne and 
American dress market strengthens his dis- 
cussion of the couture and fabric set-ups. His 
case for the $4. 75 and $10.75 dress value, on 
the other hand, is convincing proof that the 
popular-dress market is here to stay, a point 
of view which forecasts compromise in de- 
sign protection, favorable to better-dress and 
popular-dress manufacturers, retailers and 
consumers. 

Although the author places dominant and 
colorful emphasis on fashion, the vivid 
tempo of his account is sometimes impeded 
by a slight overlapping of content, charac- 
teristic of minute classification. In conclu- 
sion, however, the book definitely presents a 
series of tested guiding principles which 
should raise the plane of merchandising prac- 
tice in America and make New York City in 
particular the undisputed fashion center of 
the future. 

Sytvia S. EMery 
Skidmore College 


Testep Retait SELiING, by Elmer Wheeler, 
New York: Prentice-Hall, Inc., 1941. Pp. 
Vili, 180. $2.50. 

Some few years ago, Elmer Wheeler came 
to the attention of marketing students in 
general and retailers in particular through 
the introduction of his thesis that more ef- 
fective selling could be achieved by means of 
a studied and tested grouping of the words 
which salesmen employed in their endeavors 
to dispose of their wares. It was his opinion 
that much of the so-called “sales talk” used 
by salesmen was so poorly planned and de- 
livered as to be relatively ineffective in many 
instances. He felt that this applied with spe- 
cial emphasis to retail salespeople. 

Acting on this conviction, Mr. Wheeler 
undertook to experiment with word group- 
ings in an endeavor to discover those combi- 
nations which would prove more efficacious 
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in selling goods than the more or less hit-or- 
miss methods of verbal selling than he had 
hitherto encountered. The results of these re- 
searches, which appear to have turned out 
quite successfully, were published some- 
time later in a small book entitled Tested 
Sentences That Sell. The volume under con- 
sideration here is a further exposition of his 
methods and findings as applied exclusively 
to retail selling. 

It is designed to be useful to retail training 
directors and salespeople who wish to im- 
prove their selling performance. The book is 
written somewhat in the vernacular and in 
the first person and is divided into several 
short chapters, which makes for easy, rapid 
reading. The first five chapters are devoted 
to an exposition of the Wheeler method of 
discovering and using the magical word com- 
binations for which so much is claimed. The 
remaining nineteen take up a miscellany of 
important retail selling topics, including 
“trading up,” running demonstrations, less- 
ening returned goods, handling price quota- 
tions, telephone selling, and inducing cus- 
tomers to take small articles with them in- 
stead of having them delivered, a topic of 
timely interest at present. In treating each 
of these and many other subjects, the basic 
idea is that the discovery and use of the 
proper combination of words by the sales- 
person will produce more satisfactory results 
than where no such effort is made. 

The book is full of references to stores 
where Wheeler’s methods have been tried 
and apparently found most workable. His 
approach seems to be intensely realistic and 
in no sense a purely theoretical one. 

As one who has been for many years highly 
critical of the quality of retail selling, this 
reviewer finds it difficult to disagree with 
much in Tested Retail Selling. The only dan- 
gerpoint in the Wheeler method that comes 
to mind is that salespeople may take to re- 
peating the selected word groupings in a 
disinterested, parrotlike manner, which can- 
not help but produce an unfavorable effect 
upon many customers. However, Wheeler 
himself recognizes this possibility and spe- 
cifically warns against it. Certainly any in- 
telligent salesperson who follows his methods 


should find his or her sales improving and, 
incidentally, discover greater interest and 
enjoyment in selling. 
Haro.tp A. BAKER 
Miami University 
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Arthur Hirose, chairman of the Committee 
on Audit for THE JOURNAL OF MARKETING, 
has submitted the following report to President 
Reed: 


On March 5, Ferdinand C. Wheeler and I 
were to audit the accounts of THE JOURNAL 
OF MARKETING but that day I was laid up 
with the grippe and so I sent my associate, 
Mr. Donald E. West, who is also a member 
of the American Marketing Association to 
work with Mr. Wheeler. 

The report of these two gentlemen is as 
follows: 

“This is to certify that the accounts of THE 
JOURNAL OF MARKETING have been audited 
for the period between June 27, 1941 and De- 
cember 31, 1941 and that the balances are 
correct as shown. After checking the indi- 
vidual entries of receipts and disbursements 
and checking all the vouchers, the bank bal- 
ance of $1,727.92 plus the accounts receiva- 
ble as of December 31 amounting to $39.50 
equals the balance as shown above or 
$1,767.42. This is in accord with the state- 
ment of the Chemical Bank and Trust Com- 


pany dated December 31, 1941. Auditing 
Committee: Ferdinand C. Wheeler, Donald 
E. West (for Arthur Hirose).”’ 

President Reed has appointed the follow- 
ing Committee on Consumer Credit: M. R. 
Neifeld, Chairman, Beneficial Management 
Corp., Newark, N. J.; John M. Chapman, 
Columbia University, New York City; 
J. Anton Hagios, Manager, Credit Manage- 
ment Division, National Retail Dry Goods 
Association, 101 West 31st Street, New York 
City; and Rolf Nugent, Director, Dept. of 
Consumer Credit Studies, Russell Sage 
Foundation, 130 East 22nd Street, New York 
City. 

The functions of this committee are to 
study the problems of consumer credit under 
a war economy and make investigations and 
recommendations for their solution. 





Chester E. Haring for the past six years 
the Director of the Market Research Divi- 
sion of the Hooper-Holmes Bureau of New 
York has announced his resignation. His 
future plans have not been announced. 
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h THE AMERICAN STATISTICAL ASSOCIATION is an organiza- 
T e tion of persons interested in the application of statistical 
methods to practical problems, in the development of more 

e useful methods, and in the improvement of basic statistical 
A m e r ] Cc a th data. Its membership includes more than 3,100 statisticians, 
research directors, economists, business executives, govern- 
ment officials, and university professors. 


e e 
S t a t { = t ] al Meetings: The annual meeting of the Association is held 


in the last week of December. Meetings are held at frequent 

e e intervals by chapters in Albany, New York; Atlanta, Georgia; 

Association Austin, Texas; Boston; Central Indiana; Chicago; Cincin- 

nati; Cleveland; Columbus; Connecticut; Detroit; Harris- 

burg, Pennsylvania; Montgomery, Alabama; New York City; 

North Carolina; Philadelphia; San Francisco; Urbana, Illi- 
nois; and Washington, D.C. 














The Journal: The Association publishes quarterly the Jour- 
nal of the American Statistical Association which carries 
scientific articles and reports on new developments in the 
use of statistics in various fields. It contains an extensive book 
review section. The Journal is indispensable to anyone who 
wishes to keep in touch with the progress of statistics and 
research. 


Membership: Membership dues are $5.00 a year, including 
a subscription to the Journal and to the American Statistical 
Association Bulletin. Information about the Association’s ac- 
tivities and membership application forms may be secured 


from the Secretary, The American University, Washington, 
DA. 
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formation concerning other publications and activities of the Association, communicate with 
the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, North- 
western University, Evanston, Illinois. Send for information booklet. 




















Please mention the JouRNAL OF MARKETING in writing advertisers 








